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Chapter I 

INTRODUCTORY 


The object of this book is to discuss the economic 
basis upon which a new international order may 
be built. In the circumstances of the moment, 
before the issue of the present conflict can be 
foreseen, it is impossible to discuss in detail the 
economic terms of a peace settlement. For it is 
still unknown what will be the political conditions 
when the time comes to reach a settlement, what 
countries will be involved in sucli a settlement, 
or how long and how far the economic wastes of 
war will have proceeded. Nevertheless, there are 
certain general principles which it is useful to 
discuss in spite of these many unknown factors. 

It is no part of the purpose of this book to 
discuss the political terms of a peace settlement; 
but there are certain assumptions which must be 
made in order to make possible a useful discussion 
of the economic questions which are involved. 
Without some form of International Organization 
no international regulation of economic affairs 
is possible; and, as the arguments in the following 
chapters demonstrate^ it is doubtful whether the 
economic bases of an International Organization 




THE ECONOMIC BASIS OF A DURABLE PEACE 


can be firmly laid unless the Member States 
which constitute it restrict their freedom of 
national action in the economic sphere and grant 
corresponding powers of economic decision to 
the appropriate organs of the International 
Organization. These powers would clearly be 
concerned with international monetary relations 
and with international movements of commodity 
trade, of capital and of population. 

It is, therefore, assumed for the purposes of 
this book that after the peace settlement some 
International Organization is in existence— 
whether this organization takes the form of the 
present or a revised League of Nations, or, for 
example, of a Federated Union of previously 
independent states; and it is further assumed 


that the Member States, which join together to 
form this International Organization, hand over 
certain economic questions for decision and 
administration by a duly constituted Inter¬ 
national Authority set up under the terms of the 
International Organization. 

The International Organization will not neces¬ 
sarily be universal in scope, so that the problem 
arises of discussing the economic relations not 
only between the Member States themselves, but 
also between the Member States on the one 
hand and the non-member states on the other. 
It is, however, assumed that the International 


Organization either has 
from the outset or else is 


a wide membership 
especially designed so 
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INTRODUCTORY 

that its membership may be widely extended in 
the future. For this reason it is necessary to discuss 
the economic relations between Member States 
with widely different economic structures and 
policies; and in fact the organization of just and 
efficient economic relations between widely diver¬ 
gent economic systems forms one of the main 
themes of the following chapters. 

It is probable that the main purposes of the 
International Organization will be military and 
political, in order to prevent conflicts among the 
Member States, or between the Member States 
and non-member states. Nevertheless, important 
economic considerations arise in the formation 
of the International Organization. In the first 
place, to a certain extent, the causes of inter¬ 
national conflicts are economic in character; and 
for this reason only an International Organ¬ 
ization which is based upon a stable, just, and 
efficient economic foundation can hope to succeed 
in its primary political tasks. But, in the second 
place, the International Organization will un¬ 
doubtedly have as important subsidiary objec¬ 
tives the promotion of human welfare in various 
other ways, to help in the freeing of men’s minds 
and bodies from ignorance, poverty, disease and 
hatred. For the purpose of raising standards of 
living the economic powers and policy of the 
International Organization must be wisely 
determined. 

It is probable that economic motives have 
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been exaggerated as causes of war, at least in 
modern conditions. A purely economic cause of 
war could be said to exist only if a war was 
undertaken because the probable economic 
gains which were expected from a military 
conquest were reckoned to outbalance the 
probable economic cost of waging the war. 
In modern conditions the cost of a war of any 
magnitude is so great that it is doubtful whether 
it could in any case be made actually to pay 
economically. This does not mean that no 
economic advantages are to be gained by a 
costless war or through a bloodless diplomatic 
victory. 

It is perhaps sufficient here merely to enumerate 
a few ways in which such action may bring 
economic gain. A particular territory may be 
closed as a market against a particular state 
through tariffs or other trade restrictions; and 
the economic disadvantages to the state in ques¬ 
tion will be particularly great if these trade 
restrictions discriminate against her and favour 
her closest competitors. Conquest of such a 
territory and removal of these trade restrictions 
may thus expand the markets for the particular 
state’s exports. In a similar manner restrictions 
—particularly if they are of a discriminatory 
character—upon the export of essential commod¬ 
ities may work to the disadvantage of a country, 
which must of necessity import its supplies of 
such commodities. Such restrictions may take the 
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form not only of direct export duties but also 
of monopolistic restriction schemes, which are 
devised to diminish supplies and to raise prices 
of an essential commodity; for by this means 
the producers in the exporting country or colony 
may be able to make monopoly profits at the 
expense of consumers in the importing country. 
In this case conquest of the territory in question 
may enable the importing country to remove a 
real obstacle to the development of its economic 
welfare^ 

Similar considerations may apply to restric¬ 
tions imposed upon international capital move¬ 
ments or upon international migration of labour. 
Political control over, or influence in, a particular 
territory may enable a state to obtain concessions 
for certain types of capital development on 
preferential terms for its own nationals. Other 
states may then wish to dispute this political 
influence in order to share in the possibilities of 
the territory in question as a field for profitable 
capital investment. Or, again, a country in which 
there is already a relatively heavy pressure of 
population upon the available natural resources 
and capital equipment may only with difficulty 
find employment for a growing population within 
its own territory. If other territories are closed to 
its emigrants, it may find some economic advan¬ 
tage by obtaining political control over possible 

fields for immigration. 

In all these ways—by breaking down restnc- 
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tions which hamper its export or import trade, or 
which limit the possible fields of capital invest¬ 
ment or of labour migration—a particular nation 
may stand to gain economically from a successful 
war, if the war itself is not too costly. Moreover, 
the economic gain so obtained may take the form 
not merely of removing restrictions which have 
previously been placed against the trade or the 
capital or labour of the victorious state, but also 
of erecting such restrictions in the newly-acquired 
territories to the advantage of the victors and to 
the disadvantage of the vanquished. In some 
cases, for reasons of this kind, direct economic 
motives may be at least a contributory factor in 
the causation of a war. 

In Japan the economic factor has been impor¬ 
tant. For in this case a rapidly growing population 
found its access to export markets and to possible 
fields for emigration severely res tricted ; and at 
the same time there was already a considerable 
pressure of population within a territory which 
needed to import a large variety of essential 
commodities. But in other cases vast expenditure 
on armaments have been incurred in peace time, 
and large-scale economic disruption and destruc¬ 
tion has been faced in war time, for objectives 
which, from the strictly economic point of view, 
might make a slight but by no means decisive 
change in the country’s standard of living. 

But this does not prove that economic factors 
have not indirectly played a really important part 
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in the failure to maintain peace. Economic 
events have widespread social and psychological 
consequences. The economic injustice of a par¬ 
ticular trade preference, the removal of which 
would in fact make but a slight economic differ¬ 
ence to anyone’s standard of living, may never¬ 
theless cause widespread national resentment. 
Poverty, and in particular the fall from comfort 
to poverty in a period of national economic 
collapse, breeds a state of mind in which military 
adventures appear more attractive than would 
otherwise be the case. The same is true of 
economic uncertainty of every kind and of 
unemployment in particular, which may lead to 
a sullen resentment that finds expression—for 
purely irrational reasons—against the national 
enemies. Great inequalities of income between 
the classes within a state or between the inhabi¬ 
tants of different countries may have similar 
psychological effects. 

For example, two economic events of first-rate 
importance in Germany—namely the great infla¬ 
tion of 1923 and the great depression from 1929 
to J 933—played a substantial, if indirect, part 
in causing the breakdown of the last peace. The 
inflation impoverished the middle class in Ger¬ 
many and produced a feeling of unjustified 
economic calamity at least in that section of the 
population. The widespread unemployment and 
poverty which was caused in the working class 
and the middle class by the post-1929 depression 
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greatly extended this feeling. These two events 
formed the economic conditions in which the 
whole political and “ideological” structure of 

Germany was reshaped. 

The evil effects of the great depression were as 

worldwide as the depression itself. In nearly 
every country there occurred to a lesser or greater 
degree a sudden decline in employment and in 
income, due largely to technical economic factors 
of the nature of which the vast majority of men 
were completely ignorant; and this aroused a 
widespread state of mind which was most inimical 
to the reasonable development of international 
organization precisely at a time when some years 
of uneventful stability might decisively have 
strengthened the peace system created after 


I9 r 8. 

The great depression had, moreover, a rather 
more direct influence upon international rela¬ 
tions. When a sl ump occurs within any country 
there are, broadly speaking, two types of policy 
which may be adopted to overcome the general 
decline in the demand for goods and services. In 
the first place, by means of protective tariffs and 
import quotas, by export subsidies of a disguised 
or open character, by cutting wage-costs in the 
industries producing for export, and by an 
unjustifiable depreciation of the national currency 
designed to reduce prices in foreign markets, 
measures may be taken to expand a particular 
nation’s markets at the expense of other nations. 
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Such measures were adopted on a large scale to 
meet the post-1929 depression. Not only were 
they largely ineffective—for in most cases they 
led to counterbalancing reta liato ry measures on 
the part of the nations whose markets were 
threatened—but they naturally led to a rapid 
deterioration in international political relations. 

The second main method of meeting a general 
slump is for each nation to rely primarily upon 
the re-expansion of its internal demand for goods 
and services by a monetary and economic policy 
designed to restore money incomes. Various 
measures may be taken for this purpose. The 
banks, by increasing the supplies of money and 
by reducing interest rates, may induce producers 
to borrow fresh funds for expenditure on new 
capital developments. The state and other public 
authorities may support this “easy money 55 
policy by borrowing fresh funds to spend on 
various schemes of public construction. These 
new streams of money expenditure upon capital 
construction will raise employment, wages and 
profits in the construction industries. This in 
turn will lead to the expenditure of some part of 
the increased incomes upon various goods re¬ 
quired for current consumption. Employment, 
wages and profits will rise in the industries 
producing consumption goods. This in turn will 
lead to further increases in expenditure on 
consumption goods; and the consequent restor¬ 
ation of profits will re-stimulate private capital 
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construction. 1 Such a policy has the advantage 
that it will help to increase the demand in the 
nation which practises it not only for home- 
produced goods but also for foreign-produced 
imports; and thus it positively eases for other 
nations that search for markets which is the most 
common feature of a widespread depression. It is 
true that this may lead to an unbalanced excess 
of imports into any particular nation which is 
alone adopting such a policy of internal “refla¬ 
tion,” and that this danger may have to be met 
by special protective measures; but if the gener¬ 
ality of nations sim ultaneously adopt policies of 
internal expansion each individual nation will 
discover that its external markets are expanding 
as quickly as its own demand for imports. The 
moral may, therefore, safely be drawn that the 
adoption of proper principles of policy to meet 
trade depressions is one of the chief economic 
bases of a durable peace. 2 

In all these ways economic factors may con- 


1 For a more detailed description of the various processes cf. 
J. E. Meade: An Introduction to Economic Analysis and Policy , Part I, 
and for a suggested scheme for the direct stimulation of expenditure 
upon current consumption cf. J. E. Meade: Consumers'' Credits and 
Unemploymi 

2 lAgcMK Ton to the direct and indirect economic causes of war 
whictijrave been mentioned above, there is another class of factors 
which are semi-economic and semi-military. Nations seek control 
of sources of supply of essential commodities in order to make 
themselves more nearly self-sufficient in case of war; and the search 
for control over such commodities may provide a semi-military, 

i-^lonomic reason for conflict. ' 

'* ' l8 
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tribute, directly and indirectly, to the causation 
of international conflicts. In order to reduce their 
potency to a minimum it is desirable to build an 
efficient and a just international economic order. 
But such an economic order is desirable—perhaps 
primarily—in and for itself, because it is an 
instrument for raising the standard of living. It 
is largely with this latter object in mind that the 
following chapters have been written; but as the 
foregoing remarks make clear, prosperity and 
peace should give each other mutual support in 
the development of better international relations. 
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Chapter II 

LIBERAL AND PLANNED ECONOMIES 

The problem of determining the basic principles 
for a just and efficient international economic 
organization has been greatly complicated in 
recent years by the growing diversity of economic 
structures in the various national states. In the 
later years of the nineteenth century and in the 
early years of the twentieth century before the 
war of 1914-18 the majority of countries based 
their economic systems upon the same essential 
pattern. Property was privately owned and 
production was privately managed . The forces 
of competitive economic markets were allowed 
to determine prices, output, employment and 
wages. State intervention and regulation existed 
to a limited extent, and in some spheres—such 
as that of public supervision of social welfare— 
was rapidly growing; but even in these cases 
state regulation remained rather an exception 
which modified the general rule of free market 
conditions and individualistic competition. In 
international relations the nations traded upon 
the basis of a common monetary gold standard. 
In the case of so important a country as the 
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United Kingdom the principle of economic 
laissez-faire was applied to international trade 
through the adoption of a commercial policy of 
Free Trade; in many other countries tariffs were 
comparatively low; and the recent paraphernalia 
of import quotas, exchange controls, clearing 
agreements, and similar devices for the strict 
regulation of foreign trade were conspicuous only 
by their absence. Moreover, international capital 
movements and international migration of labour 
were much less restricted than in recent years. 
If in such conditions it had been decided to 
construct an International Organization, the 
economic bases would normally and naturally 
have been those of economic liberalism. The 
Organization itself might have been built soundly 
upon a common currency and upon the freedom 
of movement of trade, of capital and of labour 
between the various Member States, each of 
which would itself have adopted an internal 
policy essentially of economic laissez-faire. 

But in recent years conditions have been very 
different. There still remain important states 
whose recent peace-time economies have been 
based upon liberal individua listic principles. 
But even in these cases the superstructure of state 
regulation imposed upon the competitive econo- 
nomic basis has been growing rapidly; and there 
have at the same time been very important 
divergences of economic and monetary policy in 
these essentially liberal economies. Simultaneously 
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there have existed economic systems in which 
state control and management have become the 
basic economic principle; of these the most 
striking example is the Union of Soviet Socialist 
Republics where property is state owned, indus¬ 
tries are state managed, prices and output are 
centrally planned, and foreign trade forms a state 
monopoly. No hard and fast dividing line can be 
drawn between the ‘‘liberal” and the £ ‘planned 
economies; for, in fact, there is the possibility 
of an almost infinite number of combinations of 
economic freedom and of state control of various 
kinds, for various purposes and of various degrees 
of severity. Moreover, the essentially “planned” 
economies vary greatly in the political, social and 
economic objectives of their planning and in the 
methods of state regulation which are chosen for 
this purpose. 

The variety of existing economic structures and 
policies is so significant for.the arguments of this 
book that it is important to illustrate the principal 
divergences which have recently developed. The 
United Kingdom, France and the United States 
of America may all be taken as examples of 
important states whose peace-time economies have 
remained essentially liberal. On the whole pro¬ 
duction and trade have been left to private 
enterprise, and the greater part of industrial 
capital and of agricultural land has remained in 
private ownership. In the main prices, profits, 
wages and output have been left to the determin- 
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ation of free market forces. Dealings with other 
countries involving foreign exchange t ransac ¬ 
tions have been uncontrolled. Foreign trade has 
been subject to various restricti on^ but, with 
the exception of France, the restrictions have 
taken the form mainly of import duties and only 
to a minor extent of the more rigid and severe 
form of quantitative control by means of import 
quotas ^ 

While this essential structure remains in com¬ 
mon to the liberal economies, there have been 
many instances of state intervention and of 
partial “plann ing ” for particular industries. In 
particular state control of wages and of hours of 
work, control of agricultural prices and produc¬ 
tion, and, above all, the control of foreign trade 
for protective purposes have grown rapidly in 
recent years. In the United Kingdom and France 
war controls have been imposed over profits, 
prices, production and employment; and it is 
impossible to foretell to what extent these controls 
may be maintained in a modified form as 
permanent peace measures. 

In all the “liberal” economies various experi¬ 
ments in financial and economic intervention by 

the state had been tried between 1929 and 1939 
to reduce the severity of the unemployment 
problem which arose as a result of the great 
depression. It is in respect of these various 
“anti-slump” measures that the economic policies 
of the liberal economies have displayed their 
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most marked divergences; and, as will be seen in 
the two following chapters, divergences of this 
kind raise most important problems for the 
formation of an efficient International Organ- 

ization. 1 

The United Kingdom met the forces of the 
great depression by abandoning the gold standard 
and depreciating the exchange value of the 
pound in 1931, as a result of the existing strain 
on her balance of payments and the consequent 
heavy losses of gold. At the same time a general 
tariff was introduced to protect British markets 
from foreign competition; and in 1932 the 
Ottawa agreements introduced the principles of 
imperial preference into this tariff structure. An 
internal policy of monetary expansion was 
adopted, which from 1932 onwards was very 
successful in providing cheap and plentiful sup¬ 
plies of money for producers. But at the same 
time the state did not indulge in any programme 
of expenditure on public works to promote the 
recovery; and in fact the budget was strictly 
balanced after 1931 until the large-scale pro¬ 
gramme of rearmament was developed in 1937* 

1 In considering the following short description of the various 
“anti-slump” policies adopted in the United Kingdom, France 
and the United States after 1929, the reader should bear in mind 
the distinction mentioned in the previous chapter between policies 
which are designed to expand the national market at the expense 
of the markets of other countries and policies of internal 
expansion which help incidentally to expand the markets for the 
goods of other countries as well. 
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This combination of protection and of cheap 
money led to a vigorous economic recovery. 

The United Kingdom did not embark on any 
very extensive schemes of internal economic plan¬ 
ning or control except in the case of agriculture, in 
which various marketing schemes—based usually 
upon the protection of the home market—were 
devised to control agricultural prices and output 
and to extend home production. In France and 
the United States, however, less orthodox experi¬ 
ments were tried. In France at first the depression 
was met by a stern adherence to the gold standard 
and by a severe deflation of prices, incomes and 
costs, which lasted until 1936, although both the 
United Kingdom and the United States had 
by then depreciated their currencies and had 
adopted reflationary internal monetary policies. 

In 1936, however, this policy was dramatically 
changed with the inception of the “Blum” 
experiment. Hours of work were restricted to 
forty a week in order to reduce unemployment, 
and hourly wage-rates were raised to prevent the 
shorter hours of work from leading to a reduction 
in total wage incomes and so in the total demand 
of wage-earners for goods and services. The 
consequent rise in money costs and prices 
necessitated the abandonment of the gold stan¬ 
dard and the depreciation of the exchange value 
of the franc. This policy was combined with a 
programme of state expenditure upon public 
works financed by means of a growing budget 
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deficit. There was, however, a continued export 
of monetary capital by speculators who foresaw 
the successive depreciations in the exchange 
value of the franc; and at the same time the 
rapid rise in internal costs and prices increased 
the internal demand for cash. For these reasons 
the internal supply of money remained compara¬ 
tively scarce, and the cost of borrowing remained 
high. The high cost of borrowing combined with 
the rapid rise in wage costs prevented the success 
of the experiment. In fact it was not fully realized 
that for every penny by which the wage-earner s 
purchasing power is increased through higher 
hourly wage rates, the wage costs of production 

are raised by an identical penny. 

In the United States of America a policy of 
reducing the costs of borrowing by means of an 
expansion in monetary supplies was adopted in 
the early years of the great depression. But with 
the inception of the “New Deal” in 1933 a great 
variety of different experiments in state inter¬ 
vention was started in order to reform certain 
economic and social evils and to promote recovery 
from the depression. In a number of cases these 
experiments have been the subject of rapid 
changes in substance and, particularly, in 
administrative form; but many of the basic 
principles of the New Deal have remained 
consistently unchanged. 

d ims from the inception of the New Deal the 
same monetary and budgetary policy has been 
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adopted. In order to stimulate monetary expendi¬ 
ture and so economic activity in general, plentiful 
and cheap monetary supplies have been provided ; 
and public expenditure on relief and recovery 
has been maintained at a high level and has been 
financed by means of government borrowing. A 
consistent objective of the New Deal has been to 
raise wage rates and to reduce hours of work, in 
order to diminish unemployment by raising 
wage-earners’ purchasing power and by spreading 
the available amount of work; but this policy has 
been executed by varying administrative devices, 
first through the regulation of industry by the 
National Recovery Administration and later by 
the application of the Fair Labour Standards 
Act of 1938. As in the case of France the increased 
wage rates have raised wage costs as well as 
wage-earners’ incomes. Several other internal 
economic measures have been undertaken. By 
various devices the output of different agricultural 
products has been restricted in order to raise 
agricultural prices and incomes. An important 
scheme of social insurance for pensions and for 
unemployment benefit has been initiated. In a 
number of ways the market for stocks and shares 
has been subjected to state regulation. 

In addition to these internal economic measures 
various acts of state policy profoundly modified 
economic relations with other states. In 1930 very 
high duties were imposed on imports, and in 1933 
the exchange value of the dollar was depreciated. 
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These measures accentuated the already existing 
excess of monetary receipts from other countries 
in the balance of international payments of the 
United States, and thus intensified the existing 
drain of gold from other countries to the United 
States. From 1934 onwards, however, by means 
of its Trade Agreements Programme the United 
States negotiated a series of treaties for the 
general reduction of trade barriers, culminating 
in the Anglo-American Trade Agreement of 1938. 

Germany and the Union of Soviet Socialist 
Republics may be taken as examples of states 
which in recent years have had essentially 
'.“planned” economic systems. Germany suffered 
very heavily from the great depression, largely 
as a result of the internal deflationary policy 
which was at first adopted to maintain the gold 
value of the mark. The strain upon the German 
balance of international payments was particu¬ 
larly severe as a result of many factors: the 
cessation of the foreign lending to Germany 
which had occurred between 1924 and 1929; the 
attempts on the part of foreign creditors to 
remove the capital which they had invested in 
Germany; the payment of reparations and of 
interest and sinking fund on foreign loans; and 
the rapid growth of import restrictions on manu¬ 
factured products in Germany’s former markets. 
But in 1933 with the advent to power of the 
National Socialists this policy of deflation gave 
place to one of vigorous and rapid reflation. 

28 



LIBERAL AND PLANNED ECONOMIES 

Heavy public expenditure was incurred on 
public works, such as the construction of motor- 
roads, and in particular on rearmament and on 
the promotion of industries which were desired 
for military reasons. These heavy expenditures 
were financed essentially by an expansion of 
monetary supplies through an appropriate bank¬ 
ing policy. 

This policy achieved remarkable success in the 
cure of unemployment, but led to a great exten¬ 
sion of state control over the economic relations 
with other states. It was decided not to depreciate 
the exchange value of the mark from its previous 
official gold value, even though the internal 
expansion of purchasing power threatened to lead 
to a great excess of imports. To prevent this, and 
to protect home industries, imports were limited 
by quotas administered by import boards, and 
all foreign exchange dealings were subjected to 
strict regulation. At the same time various other 
measures, to which reference will be made in 
Chapter VII below, were adopted to expand 
export trade and to obtain the imports of raw 
materials which were necessary for the prosecution 
of the rearmament programme. 

In other ways also the German programme was 
accompanied by a large extension of state control. 
In essence the system was devised not only to 
absorb the unemployed resources into work on 
rearmament and on other state projects, but also 
to divert much labour, capital and raw materials 
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to such state purposes from civil uses. Wages and 
dividends were limited largely in order to prevent 
a rise in demand for current consumption goods. 
By controlling the issue of new stocks and shares 
on the capital market and by rationing the 
distribution of necessary raw materials, private 
enterprise was prevented from undertaking 
developments for civil purposes which were not 
deemed essential by the state. Not only were 
capital and raw materials rationed in this way, 
but a strict control was instituted over the labour 
market with the twofold object of increasing the 
total available supplies of labour and of divert¬ 
ing labour into the occupations which were con¬ 
sidered essential for the state plan. To prevent 
the rise in prices and costs which would otherwise 
have resulted from the scarcity of productive 
resources in relation to the expanded monetary 
demands for goods and services, a strict control 
was instituted over commodity prices and over 
wage-rates. 

In Germany the greater part of industrial and 
agricultural property remains in private owner¬ 
ship, and is managed by private enterprise, 
although a vast superstructure of state regulation 
and control has been built upon this basis. In 
the Union of Soviet Socialist Republics, on the 
other hand, practically all industrial property is 
both owned and managed by the state. According 
to a centrally determined plan prices, output and 
wage-rates are determined by the state, and are 
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not influenced by the forces of competitive 
markets. This all-embracing control permits the 
state to determine the proportion of the national 
income which shall be withheld from wage- 
earners for the finance of the production of new 
capital equipment. The natural accompaniment 
of this internal economic system has been a 
complete state monopoly of foreign trade and of 
dealings in foreign exchange. By such a system 
of state ownership and planning it has been 
possible to abolish unemployment, to devote an 
abnormally large proportion of the national 
income to capital development, and to redistribute 
the national income more equally among the 
individual citizens. 

A system of complete state socialism of this 
kind presents one important problem. In a liberal 
economic system the forces of competitive markets 
are permitted to determine the prices and out¬ 
puts of the various alternative commodities which 
might be produced by the limited supplies of 
labour, capital and raw materials which are 
available for production. The prices which con¬ 
sumers offer in the competitive markets show the 
extent to which they desire additional supplies 
of the various commodities. The competitive 
demand on the part of the producers for labour, 
capital and raw materials fixes the wage, interest 
and raw material costs of production; and the 
search for profits ensures that these factors of 
production will be used in the industries in which 
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the margin between costs of production and the 
prices offered by consumers is greatest. By these 
means flexibility is maintained in the economic 
system, and factors of production are attracted 
to produce those goods which the consumers 
most desire. 

This system has another equally important, 
though less obvious, advantage. The determin¬ 
ation in competitive markets of the costs of the 
various factors of production—labour, capital, 
land and raw materials—means that these costs 
will correspond to the relative scarcities of the 
various factors. The profit motive, displaying 
itself in the desire to reduce costs to a minimum, 
will lead to the substitution of less expensive for 
more expensive methods of production; and this 
will result in the use of technical methods of 
production which economize to the utmost those 
factors of production which are the most scarce. 

"T hese advantages do not accrue automatically 
in a system of complete state socialism, since 
prices both of the factors of production and of 
finished commodities are fixed by decree of the 
authorities. Nevertheless it is possible in a socialized 
economy to make such a use of the pricing 
system as to obtain these advantages from it. 
Consumers may be left free to determine the 
prices at which they will purchase the quantities 
of the various goods which are put on sale in the 
state shops. These prices can then be compared 
with the costs of producing the planned quantities 
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of the various commodities, and the plan may be 
revised from time to time to increase the output 
of those commodities in which the margin 
between pi ice and cost is greatest . By this means 
flexibility in following consumers 5 desires can be 
maintained./ 

The problem, however, remains of revising the 
planned prices of the factors of production upon 
which the costs of production of the various 
commodities is to be reckoned. This in turn is 
not impossible. To each of the socialized factories 
quantities of the various factors of production 
are offered for sale at certain prices. The 
managers of the various factories can be asked 
to reduce their costs of production wherever this 
is possible by substituting one factor for another 
to produce their planned output. If on the 
balance this threatens to lead to an excessive 
demand for one factor and to the under employ¬ 
ment of the available supplies of another factor, 
the planned price of the former may be raised 
and of the latter may be lowered. By such means 
a costing system may be used to ensure that the 
most economical use is made of the available 
supplies of the factors of production. 1 

The above description of the problem of pricing 
and costing in a completely planned economy 
may at first sight appear irrelevant in a book on 

1 For a more detailed discussion of the problem of pricing and 
costing in a completely planned economy, see J. E. Meade: 
Introduction to Economic Analysis and Policy , Part II, Chapter viii. 
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the economic bases of peace. But this is not so. 
The problem of building an efficient International 
Organization in which both 4 liberal and 
“planned” national economies may be included 
is a serious one; and as will become clear in later 
chapters of this book the question turns partly 
upon the extent to which the prices determined 
in the planned economy may be used for the same 
purposes as the prices of a liberal competitive 
economy. To answer this question, some under¬ 
standing of the principles of pricing in the two 
systems is essential. 

The foregoing description of recent economic 
policies in various countries may have served to 
show two things; first, the extent to which 
economic policies can diverge, and have in fact 
diverged, even in the economies whose basic 
principles remain liberal; and, secondly, the 
wide essential differences which exist between the 
“liberal” and the “planned” economies. On 
what economic principles, then, is an efficient 
and just International Organization to be built? 
Should the Organization be restricted to the 
countries with liberal economies and to those 
which are willing hereafter to adopt a liberal 
economic system? It might be relatively easy to 
devise the basic economic principles for such an 
organization, although even in this case the wide 
divergences which have existed between the 
economic policies of the various liberal economies 
would raise many problems, as will become clear 
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in the following chapters. Should the economic 
powers of the International Authority be so 
extensh e as to make it possible to impose from 
the centre the same uniform pattern of economic 
planning for all the states which became members 
of the International Organization? 

There are two reasons why neither of these 
drastic solutions appears to be desirable. In the 
first place, the states which might otherwise be 
willing to form an International Organization, 
w : ould quite possibly be unwilling to adopt a 
uniform pattern of economic structure, whether 
of a liberal kind or of a particular variety of 
planned economy. But, secondly, it is question¬ 
able whether such uniformity would be desirable 
even if it were possible. There is no general agree¬ 
ment among economists or among statesmen as 
to which particular variety of economic system 
is the best. The world has recently passed through 
a period of diverse economic experiments in 
different countries. Each experiment has shown 
some weaknesses and some strengths; but it is 
doubtful if any single system has yet been devised 
which presents the best possible solution for all 
the major economic problems of all the countries. 
Much may still, perhaps, be learned from the 
continuation of national economic experiments, 
which will allow each nation to learn from the 
successes and failures of others. But must an 
International Organization which is built upon 
widely divergent national economic systems be 
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too loose to work efficiently or to preserve a just 
economic balance between the constituent parts? 
Can any connecting economic principles be found 
which are of general application to all economic 
systems and which can therefore form the basis • 
of an International Organization comprising 
both “planned” and “liberal” economies? It is 
to the solution of these problems that the remain¬ 
ing chapters are devoted. 



Chapter III 

AN INTERNATIONAL CURRENCY 


We may start our more detailed discussion of the 
economic aspects of the International Organiza¬ 
tion with the question of the monetary relations 
between the Member States; and in this connec¬ 
tion the first task is to examine the proposal that 
the Member States should adopt a common inter¬ 
national currency. 

In many respects the institution of an inter¬ 
national currency would have the same results as 
the return of the Member States to the gold 
standard. For as long as a freely operating gold 
standard existed, the large number of states which 
had fixed the gold value of their currencies were 
able freely to make payments to each other by 
means of shipments of gold; and since a certain 
weight of gold represented a determinate value in 
the currency of each of the various countries, gold 
performed many of the functions of an inter¬ 
national currency. It is, therefore, of importance to 
examine the working of the gold standard as a basis 
for the discussion of an international currency. 

A country may be said to adhere to a freely 
operating gold standard if (i) its monetary 
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authorities have taken steps to fix the value of 
the national currency unit—the pound, the dollar 
or the franc—in terms of gold, and if (ii) gold 
may be freely imported and exported. The former 
of these two conditions—the fixing of the gold 
value of the national currency—can be achieved 
in various ways, of which two examples may be 
given. If gold coins of a certain weight of gold 
are the legal tender currency of a country, and if 
individuals arc free both to have gold minted into 
these coins and also to melt gold coin for export 
or for industrial purposes, the value of the national 
monetary unit will be maintained at the value of 
its legal gold content. But a country can adhere 
to a gold standard without possessing a circulation 
of gold coins. It is possible, for example, for the 
legal tender currency of the country to take the 
form of the notes issued by the Central Bank of 
the country. But if the Central Bank keeps a 
reserve of gold against its note issue and is under 
a legal obligation to purchase and sell gold freely 
at a fixed price in exchange for its notes, the gold 
value of the country’s monetary unit will be 
effectively fixed. 

The immediate result of the fixation of the gold 
value of a number of national currencies and of 
the freedom of movement of gold between the 
nations in question is that the rate of exchange 
between their currencies is fixed. Suppose for 
example that a certain quantity of gold has the 
fixed value of §5 notes in the United States and 
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of a £i note in the United Kingdom, and that 
gold can be freely shipped between these two 
countries. The value of exchange between the 
pound and the dollar will be fixed practically at 
£i — S5. For no Englishman will give much more 
than £1 in notes for $5 notes, if he can obtain 
S5 by shipping £1 worth of gold from the United 
Kingdom. Similarly no American will accept 
much less than £1 for $5 notes if lie can ship §5 
worth of gold from the United States to obtain 
£1 in notes in the United Kingdom. 1 

The importance of the gold standard lies in the 
fact that it provides an automatic method of 
adjusting the balance of international payments 
between the nations which adhere to it. Suppose, 
for example, that—for reasons which will be dis¬ 
cussed in later sections of this chapter—the 
English demand for American goods increases in 
such a way that the United Kingdom has an 
excess of payments to make to the United States. 
The pound price of dollars will tend to rise in 
view of the excessive demand for dollars to finance 
the additional purchases of American goods. But 
if Englishmen can obtain dollars at the old rate 
by purchasing gold in the United Kingdom and 
exporting it to the United States, the additional 
payments will be financed in this way. 

1 The rate of exchange can vary slightly within certain “gold 
points” which depend upon the various costs of shipping gold. For 
a more detailed description and discussion of the mechanism of the 
gold standard, see J. E. Meade, An Introduction to Economic Analysis 
and Policy } Part V, Chapter ii. 
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This shipment of gold will have a double effect. 
It will reduce monetary reserves in the United 
Kingdom and will increase such reserves in the 
United States. The loss of gold reserves will cause 
the monetary authorities in the United Kingdom 
to restrict supplies of money. The scarcity of 
money will reduce the general level of money 
expenditure, of money incomes, of money prices, 
and of money costs. At the same time money 
expenditure, incomes, prices, and costs will rise 
in the United States as a result of the inflow of 
monetary reserves thcrej(. 

These changes will enable the balance of inter¬ 
national payments of the United Kingdom to be 
brought back into equilibrium. For the fall in 
money incomes and prices in the United Kingdom 
will cause British expenditure on American goods 
to decline, both because the British have smaller 
incomes to spend and also because home-produced 
goods have become cheaper relatively to imports. 
For the opposite reasons the Americans will spend 
more on the products of the United Kingdom. 
For these reasons the United Kingdom’s pay¬ 
ments for imports will decline and her receipts 
from exports will rise, until the excess of payments 
over receipts in her balance of payments has 
disappeared. Such is the classical theory of the 
automatic readjustments brought about by the 
operation of the gold standard. 1 

1 As will be seen in later passages of this chapter, in practice 
there are various economic frictions and obstacles which prevent 
so smooth a working of the monetary machinery. 
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To what extent and in what way would the 
operation of an International Currency differ 
from that of an international monetary standard, 
such as the gold standard? To answer this 
question a distinction must be drawn between the 
possible forms which an International Currency 
may take. 

(1) Suppose that a number of countries are 
operating a gold standard on the basis of the free 
coinage of gold into national coins—the gold 
sovereign in the United Kingdom, the gold dollar 
in the United States, and the gold franc in France. 
These countries might all agree to mint coins of 
the same gold value and with the same name 
instead of minting their previous national coins. 
They would, in fact, agree to use the same mone¬ 
tary unit of account. But if their banking and 
monetary systems otherwise remained unaffected 
by the reform, the International Currency system 
would differ in no respect from the gold standard 
system based on the free minting of national gold 
coins—except in the convenience of having the 
same monetary unit of account for all countries. 

(2) Suppose, secondly, that a number of 
countries are operating a gold standard, based 
on the legal obligation of the Central Bank of 
each individual country to buy and sell gold at a 
fixed price in terms of its note issue—the British 
pound note, the American dollar note, and the 
French franc note. These countries might then 
agree simply to use the same monetary unit of 
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account, so that each Central Bank should issue 
notes of the same name and of the same gold value. 
Again, this system would in no essential differ 
from that of the corresponding type of gold 
standard, except for the added convenience of 
having the same unit of account for monetary 
affairs in each country. 

(3) A number of countries might, however, 
agree to set up a common International Bank, to 
take over the right of note issue from all the 
national Central Banks. These notes, which might 
or might not be backed by a central reserve of gold 
held by the International Bank, might form the 
only legal tender currency throughout the countries 
concerned. This would constitute in a full sense 
an International Currency, even though the 
national central banks retained all the functions 
of central banks except the right of issuing notes. 
Each national central bank could, for example, 
remain the banker for its own national govern¬ 
ment; and it might retain the power of in¬ 
fluencing the rates of interest within its own 
national territory by raising or lowering the 
“bank rate' 5 at which it was willing to grant 
additional credits or by expanding or contracting 
the supply of deposit money through the purchase 
or sale of securities. 1 But the operations of each 

1 When a Central Bank grants a loan or purchases securities it 
may pay for them by the creation of a new deposit account to the 
credit of tlie person or institution to whom the loan is made or 
from whom the securities have been purchased. This newly created 
deposit will probably be paid into an ordinary commercial bank, 
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Central Bank would now be subject to the con¬ 
dition that it must retain a sufficient reserve of 
the International Currency notes to meet any 
demands that may be made for such notes by the 
commercial banks or other persons or institutions 
which held deposits with it.} 

A system of this kind differs in two respects 
from an international gold standard. In the first 
place, in common with the two other forms of 
International Currency which we have just 
examined, it has the advantage that each country 
will be using the same monetary unit of account. 
But, secondly, this system allows for the con¬ 
stitution of an International Monetary Authority 
to control the total issue of the International 
Currency. In the case of the gold standard and 
of the two other forms of International Currency 
discussed above, the total monetary reserves of all 
the countries adhering to the system depend upon 
accidental circumstances affecting the gold mining 
industry and the demand for gold for non¬ 
monetary purposes. With an International Cur¬ 
rency of the third type, the total monetary 
reserves available to the aggregate of Member 

which will thus increase its monetary reserves held with the Central 
Bank. On the basis of these additional reserves the commercial 
bank may lend new money to its customers or invest new funds in 
securities thereby further increasing the supply of deposit money. 
Conversely, the recall of a loan or a sale of securities by a Central 
Bank will cause a reduction in the supply of deposit money. For a 
fuller description of this process, see J. E. Meade, An Introduction 
to Economic Analysis and Policy , Part I, Chapter iii. 
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States would be in the control of an International 
Authority. 

This aspect of a fully developed International 
Currency is of great importance, and will be 
discussed in a later section of this chapter. At the 
moment it is necessary to realize that as an instru¬ 
ment for adjusting the balance of payments 
between the various Member States even a 
fully developed International Currency works in 
essentially the same way as the gold standard. 
If, for example, one particular state for one 
reason or another develops an excess of payments 
over receipts in its balance of international pay¬ 
ments, the excess will be financed by an export of 
International Currency notes to the other states. 
This will cause a diminution in the supply of 
money in the state in question which should lead 
to a fall in money expenditures, incomes, prices 
and costs; and there should be a converse rise 
in money incomes and prices in the countries 
which are receiving additional International 
Currency notes. These movements should reduce 
the demand for imports by the state whose 
incomes and prices arc falling as a result of the 
loss of monetary reserves, and should expand its 
exports to the states whose incomes are rising 
and whose products are become dearer as a result 
of the inflow of monetary reserves. By this means 
the equilibrium in the balance of international 
payments will be restored. 

It is true that the Central Bank of the country 
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which is losing its reserves of International 
Currency notes may for a time maintain total’ 
national monetary supplies by expanding the 
internal supply of deposit money as fast as notes 
are exported. But this cannot last. For so long as 
money prices and incomes are maintained in 
this state, the excess of its payments to other 
states will continue and the export of International 
Currency notes will not slacken. Sooner or later 
this export of monetary reserves will threaten to 
deplete the reserves of the national Central Bank; 
and at this point the Central Bank must reduce 
the supply of deposit money and thus deflate 
incomes and prices, in order to maintain the 
convertibility of its deposits into the International 
Currency notes. 

This mechanism of the gold standard or of an 
International Currency has certain clear ad¬ 
vantages over the alternative system of inde¬ 
pendent national currencies, the rate of exchange 
between which is allowed to fluctuate. Inter¬ 
national trade is subject to one less risk and 
therefore to one less obstacle, if there is no fear 
of fluctuations in the rate of exchange between 
the various national moneys. Moreover, recent 
economic experience has shown that speculative 
movements of monetary funds from one currency 
to another are greatly encouraged by the prospect 
of possible changes in the rate of exchange 
between various currencies; and the flight of 
money from a currency which is expected to 
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depreciate may seriously embarrass both the 
internal economic policy of that country and also 
the orderly development ofinternational economic 
relations. 

There are, however, equally weighty arguments 
against the institution of a single monetary cir¬ 
culation for a number of nations. It has already 
been seen that the operation of such a monetary 
system involves a reduction in money expenditure, 
money incomes, money prices, and money costs 
in any country which is subject to an external 
drain of its monetary reserves. But this process 
of general deflation does not necessarily operate 
smoothly and easily. The reduction in money 
expenditure on goods and services, resulting from 
an outflow of monetary reserves, may lead at 
first simply to a smaller volume of business turn¬ 
over and so to reduced production and increased 
unemployment. If commodity prices are readily 
reduced as a result of increased competition 
among producers to serve the shrinking market 
for their products, and if money wage-rates fall 
rapidly as a result of increased competition for 
jobs among unemployed workers, the level of 
prices and costs may quickly fall to correspond 
to the lower level of monetary demand. If this 
happens, production and employment will be 
restored again to their previous level. No per¬ 
manent harm will then have been done by the 
deflation; for real wages and real incomes will 
not have suffered, since money prices and the 
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cost of living will have fallen simultaneously with 
money wages and other money incomes. 

But in modern economic systems, and in parti¬ 
cular in systems which are more or less ‘"planned/’ 
there are likely to be considerable rigidities of 

J O 

money prices and costs which prevent an easy 
readjustment of this kind. For example, the prices 
of railway fares, of gas, electricity, water, and 
other public services, school fees, and the fees of 
other professional services are all likely to be 
conventionally fixed or to be regulated by legis¬ 
lative or administrative measures. Industrial 
cartels or agricultural marketing schemes, with 
or without official backing, may have fixed the 
prices of the commodities which they control, and 
these prices may be subject to relatively infre¬ 
quent revision. Rents, insurance premiums, and 
similar payments may be rigidly fixed by long¬ 
term contracts. At the same time certain money 
costs of production are relatively rigid. Fixed 
interest on debt and rents for land and other 


property used for productive purposes remain 
fixed by long-term contracts. In particular money 
wage-rates are fixed by convention, by long-term 
bargains between Trade Unions and employers, 
by official wage boards, and by minimum wage 
legislation. In such conditions a general defla¬ 
tion of money expenditure and money income 
might lead to a considerable decline of produc¬ 
tion and employment, and trade would remain 
stagnant for a long time while prices and 
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costs were adjusting themselves to the lower 
level. 

In every modern economy there are at least 
some serious frictions of this kind. In order, 
therefore, that an International Currency system 
may work effectively, it is essential to ensure that 
no Member State is likely to be subjected to too 
prolonged or too serious a deflation. In past 
years the most serious deflationary pressures 
which have been imposed on countries adhering 
to the gold standard have been due to the 
development of widespread general trade de¬ 
pressions— such as the great post-1929 slump. 1 

Let us suppose that a general slump in state A 
leads to a fall in money expenditure and so in 
incomes and prices in A. This may have serious 
repercussions in state B. For A will spend less on 


• There are those who hold (cf. C. Strcit, Union Now) that the 
formation of an international economic system based upon free 
trade and a common currency would remove the threat of wide¬ 
spread trade depressions. It is not possible in this book to explain 
the reasons for believing that, even in such conditions, the various 
economic systems might still be threatened with serious depressions 
from time to time. Two considerations may, however, make this 
suggestion appear at least plausible. First, the great depression o 
'\i started in the United States, which was by far the most 
important economic area organized on a basis of free trade and a 
common currency. Secondly, during the nineteenth century 
lerurrent trade depressions occurred, when the majority of the 
most important countries adhered to a common international go 
standard and when there were comparatively liberal conditions 
foi international trade. For a more detailed examination of the 
problem of trade depressions, see }. E. Meade, An Introduction to 
Economic Analysis and Policy, Part I. 
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B’s goods, as spendable incomes decline in A 
and as the prices of A’s products decline below 
those of B. At the same time the citizens of B 
may be tempted to spend less on their own pro¬ 
ducts and to import more from A, as the price of 
A’s products decline. The depression will thus 
spread to B as expenditure on B’s products is 
reduced; and during this process B’s exports will 
be low and her imports high, so that B will have 
an excess of payments to make to other countries 
over her monetary receipts from other countries. 

How could B meet this situation except by 
deflating her prices and money incomes to corre¬ 
spond with the lower level of prices and incomes 
in A? In the first place, B might impose a tariff 
or an import quota upon the purchase of goods 
from A, and by this means the excess of B’s 
imports could be removed. Secondly, this excess 
of imports could be removed if B was able to 
depreciate the value of her money in terms of A’s 
money, for, as will be seen in the next chapter, 
this will expand B’s exports by reducing their 
price in A, and will restrict B’s imports by raising 
their price in B. If, however, there is an Inter¬ 
national Currency and if at the same time—as 
will be suggested in Chapter V—the International 
Organization adopts a policy of free trade among 
the Member States, state B will be obliged to 
undertake an internal deflation of prices and 
incomes on the same scale as that which has been 
caused by the general trade depression in A. 
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Some countries have much more flexible 
systems of internal prices and costs than others, 
and in particular the “liberal economies, which 
practice a laissez-faire economic policy, are likely 
to have fewer economic rigidities than the 
“planned” economies. The former may be able 
with relative ease to deflate their money costs as 
a method of meeting the fall in incomes and 
prices caused by a general trade depression. But 
if they adopt this method, and if at the same time 
they share a common International Currency 
with countries with more rigid economies, they 
may impose an intolerable deflationary strain 
upon these other countries. We may conclude 
therefore that one necessary condition for the 
efficient working of an International Currency is 
that there should be some International Monetary 
Authority endowed with sufficient powers to 
prevent a general trade depression from deve¬ 
loping and from leading to a general deflation 
of prices and incomes in the various Member 

States. 

In order to exercise such a control over trade 
depressions the International Monetary Authority 
must have the ultimate power of controlling the 
total supply of money within the Member States. 
This power it will possess if the International 
Currency, as suggested above, takes the form of 
the issue of notes by an International Bank under 
the control of the International Monetary 
Authority. When a general trade depression 
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threatens to spread among the Member States, 
the International Bank should expand the issue 
of International Currency. This it could do, for 
example, by lending additional sums to the 
Central Banks of the various Member States, so 
that the monetary reserves of these banks were 
automatically increased. Alternatively the Inter¬ 
national Bank could issue new notes and invest 
them in appropriate securides on the stock 
exchanges of the various Member States. Such 
action would also increase the monetary reserves 
of the various national banking systems, since 
the persons from whom the securities were pur¬ 
chased would probably deposit a large part of 
the additional currency with the banks. The 
International Bank could thus increase the total 
currency throughout the Member States when 
there was a threat of a general depression in 
money expenditure and so in prices and incomes. 
It could, conversely, restrict the total supply of 
currency if a widespread inflationary movement 
of money prices and incomes threatened to 
develop among the Member States. 

It is, however, uncertain how far this control 
over supplies of currency would alone suffice to 
prevent the development of trade booms and 
slumps. In the first place, when the monetary 
reserves of the national Central Banks were 
expanded as a result of the issue of additional 
supplies of International Currency, certain of 
these national banks might sterilize their supplies 
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and prevent them from forming the base for 
a monetary expansion within their national terri¬ 
tories. Such action would weaken and delay the 
monetary control of the International Bank. But, 
secondly, even if the International Bank obtained 
effective control over the total monetary supplies 
within the aggregate of Member States, it is not 
certain that these powers would be sufficient to 
ensure the prevention of a general trade de¬ 
pression. A general decline in monetary expendi¬ 
ture can be offset by an increase in monetary 
supplies only if someone is willing to borrow and 
spend the additional funds which are made 
available. 

If business enterprise has become depressed by 
the prospect of a downward movement of prices 
and profits, the mere existence of plentiful 
monetary supplies available to be borrowed at 
low interest rates will not stimulate additional 
expenditure. In such circumstances the new funds 
may lie idle unless the public authorities them¬ 
selves take steps to borrow additional sums to 
spend on public development, until private 
enterprise again becomes active. In other words, 
if the International Authority is to be able 
effectively to counteract general trade depressions, 
it may need to plan and control a significant part 
of the total public expenditure throughout the 
Member States. It is clear, however, that this 
would involve a wide extension of the economic 
powers and activities of the International Authority. 
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If sufficient economic powers of this kind were 
granted to the International Authority, a unified 
anti-depression policy would be possible. But 
even though general trade depressions were over¬ 
come in this way, many other causes of dis¬ 
equilibrium in the balances of payments between 
the Member States would remain. Let us suppose, 
for example, that state A produces coal, that 
state B produces oil, and that a technical change 
in industry leads, over a period of years, to the 
substitution of oil for coal as a source of power. 
In consequence B’s demand for A’s coal will fall, 
A’s demand for B’s oil will rise, and A will 
experience an excess of payments for imports, 
which she must finance by sending to B part of 
her reserves of the International Currency. Again, 
if A may neither impose a tariff on imports from 
B nor depreciate her- currency in terms of B’s 
currency, the necessary stimulation of A’s exports 
and restriction of her imports can be obtained 
only by means of a monetary deflation of incomes 
and prices in A or a monetary inflation of prices 
and incomes in B. 

In a dynamic world such readjustments will be 
necessary from time to time for various reasons, 
of which the above example provides only one 
particular illustration. The necessary deflation 
of prices in a state which is losing monetary 
reserves will lead to a reduction of profit margins 
and so to unemployment, unless money wage- 
rates are flexible and can be readily lowered in 
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correspondence with the fall in prices. For this 
reason we may conclude that in order to ensure 
the efficient operation of an International Cur¬ 
rency, considerable flexibility of money wage- 
rates and other costs must exist, even though the 
severe deflationary pressure of widespread trade 
depressions can be avoided. At all costs the 
individual states must be willing to give up the 
national planning of their internal prices and 
costs. If this fundamental condition cannot be 
satisfied, the necessary readjustments between the 
nations must be made by variations in the rate 
of exchange between their currencies. 

There are certain further conditions which 
would ease the operation of an International 
Currency. In the first place, the very existence 
of free trade will ease any necessary readjustment 
of the balances of international payments. 
Suppose, for example, that a deflation of prices 
becomes necessary in a particular state in order 
to stimulate its exports to counterbalance an 
existing excess of imports. In such a case the 
absence of tariffs and, in particular, of quanti¬ 
tative quotas restricting the import of its products 
into other states will increase the ease with which 
it can expand its exports. This will reduce the 
extent to which the price deflation in the state 
concerned must proceed in order to stimulate 
its exports by the amount required. We may 
conclude therefore that a general lowering of 
restrictions on international trade will itself 
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contribute to the successful operation of a single 
International Currency . 1 

A second condition which is calculated to ease 
adjustments of this kind is greater freedom of 
international migration of labour. A deflation of 
prices and incomes in state A and an inflation 
of prices and incomes in state B, which becomes 
necessary to remove an excess of A's payments 
for imports, will lead to a reduction in the demand 
for labour in A and an increase in the demand 
for labour in B. The necessary adjustment will 
be eased if unemployed labour in A is free to 
move to meet the increased demand for labour 
in B . 2 

We may summarize by saying that an Inter¬ 
national Organization may be successfully built 
upon the economic bases of a common currency 
and of free international trade if various condi¬ 
tions are fulfilled, (i) The International Authority 

1 This conclusion may seem to contradict the argument 
expressed above that an appropriate change in its import restric¬ 
tions is one possible method of readjusting a disequilibrium in the 
balance of any particular nation’s international payments, and 
that for this reason the existence of free trade restricts the choice of 
methods of restoring equilibrium in the balance of payments 
between the nations. The contradiction is not, however, a real 
one. Appropriate variations in the relative levels of tariffs in 
different nations is one possible method of adjusting the balance of 
payments between them; but at the same time the lower is the 
general level of barriers to international trade, the more effective 
will be the other methods of adjusting the balance of international 
payments. 

2 In Chapter VIII other aspects of the regulation of inter¬ 
national migration of labour will be discussed. 

55 




THE ECONOMIC BASIS OF A DURABLE PEACE 

must have extensive powers over the total supply 
of money and over total public expenditure in 
order to overcome general trade depressions. 
(2) The individual Member States must renounce 
any intention of planning their own internal 
price levels and costs. (3) Wage-rates and other 
costs must possess a considerable flexibility within 
each Member State. (4) The successful operation 
of the system will be aided by the absence of 
hindrances to international trade and migration. 
In fact, an International Currency system is 
appropriate for a group of liberal economies 
which practise an internal policy of laissez-faire . 
It would also be appropriate to an International 
Authority which had extensive powers of planning 
and regulating economic and financial policy 
throughout the territories of the Member States. 
But it is not appropriate for an International 
Organization of states with divergent internal 
economic structures and policies, if those states 
desire to preserve a large measure of control over 
their own economic affairs. 



Chapter IV 

VARIABLE FOREIGN EXCHANGE RATES 

If the conditions enumerated at the end of the 
last chapter are not satisfied, it will not be pos¬ 
sible successfully to operate an International 
Currency system and some other mechanism for 
adjusting the balance of payments between the 
various states must be found. It has already been 
suggested that, theoretically at least, two such 
methods exist. If a particular country has an 
excess of payments to make over its monetary 
receipts from other countries, it might reduce the 
payments to be made for imported goods by 
raising additional barriers on its import trade. 
Alternatively, it could make the necessary re¬ 
adjustment by depreciating the exchange value 
of its own currency in terms of the currencies of 
other countries. In this case, since more of its 
own currency would be needed to purchase a 
unit of foreign currency, the prices of imported 
foreign goods would rise in its home market; and 
at the same time, since less foreign money would 
be required to purchase a unit of its own currency, 
the prices of its exported goods would be reduced 
in foreign markets. For these reasons it would 
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purchase less imported goods, but foreign pur¬ 
chasers would buy more of its exports; and in 
this way the excess of its international payments 
over its monetary receipts from other countries 

would disappear. 

In the next chapter reasons will be given for 
believing that it is important to maintain trading 
conditions which are as free as possible between 
the Member States. In order to avoid the con¬ 
tinual raising of trade barriers for the purpose of 
adjusting the balances of international payments 
between the various states, it would be preferable 
to rely upon the monetary mechanism of variable 
foreign exchange rates for this purpose. But it is 
important to realize that the abandonment of an 
International Currency system does not mean the 
abandonment of international monetary co-opera¬ 
tion or of regulation of international monetary 
relations by an International Authority. In fact 
a system of variable exchange rates between the 
national currencies has serious disadvantages; 
and it will be the object of the International 
Authority to avoid or to mitigate these by means 
of its monetary regulations without, at the same 
time, preventing fluctuations in exchange rates 
which are necessary for the maintenance of 
equilibrium in the balance of payments of the 
various states. 

The first and unavoidable disadvantage of 
abandoning an International Currency for a 
system of variable foreign exchange rates is the 
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sacrifice of the convenience that would result 
from having the same unit of monetary account 
in all the Member States. 

A second disadvantage of variable exchange 
rates is the added uncertainty which it involves 
for the traders of imported and exported goods in 
the various states. The possibility that the rate of 
exchange between two currencies may be varied 
in the course of an international transaction 
presents an additional obstacle to international 
trade. Methods for reducing this uncertainty will 
be discussed in a later section of this chapter. 

Thirdly, the possibility of variations in the 
exchange rate between the various national 
currencies encourages the speculative movement 
of short-term capital from one currency to another 
in the anticipation of a fall in the exchange value 
of any particular currency. Such speculative 
capital movements play no useful economic role; 
and they may seriously complicate the problem 
of maintaining an equilibrium in the balances of 
international payments of the various nations. 
Various measures for mitigating this disadvantage 
will be discussed later in this chapter. 

But the most serious danger of variable ex¬ 
change rates remains still to be examined. It may 
be summed up in the phrase “competitive 
exchange depreciation.” If one nation is faced 
with an unemployment problem, there are 
certain methods by which it can attempt to 
increase the markets for its products at the 
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expense of other nations. It may, for example, 
impose restrictions on imports and may subsidize 
its exports in order to expand the internal and 
external markets for its own products at the cost 
of the producers in other nations. This will lead 
to an excess of receipts from exports over pay¬ 
ments for imports on the part of the nation which 
adopts this policy, and this excess of receipts will 
be financed by means of a drain of gold or of 
other monetary balances from the other nations. 
So long as this situation is not disturbed by 
retaliatory action on the part of the other nations, 
the nation in question can undoubtedly expand 

the markets for its products. 

This type of “beggar-my-neighbour” expansion 
can also be achieved by means of an unjustifiable 
depreciation of the foreign exchange value of a 
nation’s currency. Let us assume that the balance 
of international payments and receipts of a 
particular nation are in equilibrium, but that at 
the same time it suffers from serious unemploy¬ 
ment. This nation may take positive steps to 
depreciate the exchange value of its currency, 
even though there is no existing strain on its 
balance of international payments. If, for example, 
it is on the gold standard, it might deliberately 
devalue the gold value of its currency. Or, if it 
were not on the gold standard, its monetary 
authorities might deliberately use certain funds 
of its own currency—for example, the resources 
of an Exchange Equalization Fund—for the 
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purchase of gold or of monetary balances in other 
countries. These additional purchases of foreign 
currency would lead to a depreciation in the 
exchange value of its currency. Such an exchange 
depreciation would restrict its internal demand 
for foreign goods by making foreign goods more 
expensive, and would expand the external demand 
for its own goods by reducing the price of its 
products in terms of foreign currencies. If at the 
same time it did nothing to stimulate its own 
internal demand for goods and services, it would 
succeed simply in expanding its markets at the 
expense of the markets of other nations, and in 
developing an excess of its monetary receipts 
over its monetary payments, which would drain 
money from other nations. The other nations 
would be likely to retaliate, and a series of 
competitive exchange depreciations might ensue. 

For these reasons, even if variations in exchange 
rates are permitted as a means of adjusting the 
economic relations between the various nations, 
nevertheless, it is desirable to eliminate the 
possibility of unjustifiable exchange depreciations. 
The distinction between a “justifiable” and an 
“unjustifiable” exchange depreciation is to be 
found simply by reference to the balance of 
international payments of the nation whose 
exchange rate is to be depreciated. For example, 
suppose again that the balance of international 
payments of a particular nation is in equilibrium, 
but that it is suffering from a serious unemploy- 
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ment problem. If it adopts an internal policy of 
monetary expansion, it may increase the demand 
for its own products and so diminish unemploy¬ 
ment ; but this policy will also increase its demand 
for imports, and will lead to an excess of payments 
to other nations over receipts from other nations. 
To offset this disequilibrium in its balance of 
payments, the nation in question should be per¬ 
mitted to depreciate the exchange value of its 
currency to the necessary extent. But it should 
not be permitted to depreciate the exchange 
value of its currency in order to cure unemploy¬ 
ment so long as its balance of payments remains 
in equilibrium; for this would merely impose a 
strain on other nations. On the other hand, if a 
country adopts an internal policy—(e.g. a policy 
of deflation of costs, prices and incomes)—which 
exerts a pressure upon other nations through a 
restriction of its national markets and a cheapen¬ 
ing of its exports, it should be obliged to offset 
the resulting excess of its receipts from other 
nations by appreciating the exchange value of its 
currency. 

In applying this criterion in practice various 
difficulties arise, because a nation’s international 
payments and receipts include many items besides 
receipts from exports and payments for imports— 
such as receipts and payments for shipping 
services, for tourist traffic, for financial services, 
for payments of interest and dividends, for the 
granting of loans, the repayment of loans and 
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various other capital transactions. A nation must 
be permitted to depreciate the exchange value of 
its currency when its international payments on 
all normal accounts are in excess of its receipts 
on all such accounts, and not simply when the 
value of its commodity imports exceeds the value 
of its commodity exports. 

Owing to delays and difficulties in obtaining 
adequate statistics it is impossible to rely upon 
direct information about all the various items in 
each country’s balance of payments, in order to 
judge when an exchange variation has become 
necessary. There is, however, a satisfactory short 
cut. If any particular country is subjected for a 
considerable time to any appreciable excess of 
payments to other countries on its international 
payments, the monetary authorities in that 
country will lose reserves of gold or of balances 
of foreign money to finance the excess of its 
payments. For this reason the following simple 
criterion may be used:—a country should depre¬ 
ciate the exchange value of its currency if it is 
persistently losing monetary reserves to other 
countries, and it should appreciate its currency 
if it is persistently receiving monetary reserves at 
the expense of other countries. 

It may simplify this analysis to outline one 
possible mechanism by means of which these 
principles could be applied. Some “international 
means of payment” should be chosen, such as 
gold or the notes of an International Bank. The 
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Central Banks or other national monetary 
authorities would be required to fix the values of 
their national currencies by being obliged to buy 
and sell this “international means of payment” 
at a fixed price in terms of their own currencies. 
But the rates at which the various national cur¬ 
rencies were pegged in this way to the “inter¬ 
national means of payment” would be revised 
from time to time by an International Monetary 
Authority; and this body would have the power 
to compel any national Central Bank to depreciate 
the value of its currency in terms of the “inter¬ 
national means of payment” if the Central Bank 
in question were persistently losing monetary 
reserves, and to appreciate its currency in the 
reverse conditions. 

This process would operate by the method of 
trial and error. It might be impossible for the 
International Monetary Authority to judge 
accurately the precise degree to which a parti¬ 
cular currency should be depreciated at any one 
time to remove a particular loss of monetary 
reserves. But the criterion suggested above will 
show the direction, if not the degree, in which 
the value of a currency should be changed; and 
by successive variations the International Mone¬ 
tary Authority can hope always to move the 
relative values of the various currencies more 
nearly towards their equilibrium levels. With this 
mechanism no country would be prevented from 
adopting an internal policy of monetary expan- 
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sion by the fear that this would exert an im¬ 
possible strain on its balance of payments; for 
in that case it would be permitted to depreciate 
the exchange value of its currency. On the other 
hand no country would be permitted by its 
national policy to put a strain on other countries: 
for as soon as it did so, the exchange value of its 
currency would be appreciated. 

If gold were chosen as the “international means 
of payment 55 to which the national currencies 
should be provisionally pegged, the suggested 
system would correspond to the reintroduction 
of the gold standard—with the important proviso 
that the gold values of the various currencies 
would be revised from time to time in order to 
keep the balances of international payments in 
equilibrium. But if the national Central Banks 
held their monetary reserves in the form of notes 
issued by an International Bank or in the form 
of deposits held with such a Bank and if these 
notes or deposits formed the “international means 
of payments 55 for the provisional pegging of 
national currencies, a wider prospect of inter¬ 
national economic co-operation would be opened 
up. 

The International Monetary Authority would 
in this case be able to regulate the total supply 
of monetary reserves for the various Central 
Banks through its control of the note issue of the 
International Bank. The methods by which this 
could be done have already been described in 
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the last chapter. If this system were adopted the 
International Monetary Authority might help to 
stabilize economic conditions by restricting the 
total supply of International Bank money in 
time of a world-wide boom and by increasing 
the total supply of such money in time of a wide¬ 
spread slump, even though the economic re¬ 
adjustments between the various nations were 
made by means of variations in the exchange 
values of their national currencies. 

Moreover, the International Bank notes might 
in certain circumstances be also used for other 
purposes in addition to forming the medium for 
the monetary reserves of the national Central 
Banks. For example, in an International Or¬ 
ganization of a number of Member States with 
divergent economic systems there might be some 
which adopted an internal and external policy 
of economic laissez-faire. In the case of such 
states the conditions which were noted in the 
last chapter for the successful operation of a fully 
developed International Currency might be 
satisfied. These states would be free to adhere to 
the full International Currency system described 
in the last chapter by adopting the notes of the 
International Bank as their own internal legal 
tender. At the same time, the remaining Member 
States which desired to retain greater powers of 
national economic planning would use the Inter¬ 
national Bank notes merely as the peg to which 
their national currencies should be fixed from 
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time to time on the principles outlined in this 
chapter. There is no reason why such a dual 
system should not be made to work smoothly and 
efficiently. 

But even in the case of the countries which do 
not adopt the International Bank notes for 
internal currency purposes, a more extended use 
of such notes might be made for international 
payments. For example, even though distinct 
national currencies remained legal tender for 
all payments, debts and contracts with the 
Member States, it might be permissible for inter¬ 
national transactions between the citizens of 
these states to be expressed in terms of the 
International Bank notes. This arrangement 
might help to mitigate the uncertainties for 
international trade which arise from the possi¬ 
bility of variations in the rate of exchange 
between national currencies. Let us suppose that 
an importer in one state owes a certain sum of 
money to an exporter in another state. If this 
sum is fixed in terms of the creditor’s currency, 
then the debtor runs a double exchange risk— 
first, that his currency may depreciate, and 
secondly, that the creditor’s currency may appre¬ 
ciate before the debt is paid. But if the debt is 
fixed in terms of International Bank notes, the 
risk is shared. The debtor runs the risk that his 
currency may depreciate before he has purchased 
the necessary International Bank notes, and the 
creditor runs the risk that his currency may 
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appreciate before he has sold the International 
Bank notes. But each party should know better 
than the other what is likely to be the future 
value of the currency of his own country; and 
since, by this arrangement, each party will bear 
the risk which attaches to the currency with 
which he is most familiar, the total risk will be 
diminished. 

The International Bank might further diminish 
the uncertainties arising from the possibility of 
variations in exchange rates by organizing a 
market in the forward exchanges of the various 
currencies. 1 The Bank could offer to buy and to 
sell the various currencies for delivery at specified 
dates in the future at prices to be fixed now. In 
so far as it was able to balance a forward sale of 
dollars (e.g. to an English importer who had a 
debt to meet in the future in the United States) 
against a forward purchaser of dollars (e.g. from 
an American importer who had a future debt to 
meet in the United Kingdom), all exchange risks 
would be avoided. The English and the American 
importers would both know exactly the rates at 
which they would obtain the needed currencies 
in the future; and the International Bank would 
bear no risks, since its operations would offset 
each other. But in so far as the International Bank 

1 One currency, e.g. dollars, is said to be exchanged fonvard 
for another currency, e.g. pounds, if an exchange of dollars for 
pounds is arranged to take place at some date in the future at a 
rate of exchange which is fixed now. 
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undertook the forward sale of a particular cur¬ 
rency which it could not itself cover by a forward 
purchase of the same currency, it would need 
either to bear the exchange risk itself or else to 
purchase immediately at the current price the 
currency which it had promised to sell forward. 1 
If a reasonable premium were charged to cover 
possible risks, the International Bank should not 
lose upon this business—particularly if it repre¬ 
sented the International Monetary Authority 
which alone had the power of altering exchange 
rates between the currencies of the Member 
States! The International Bank should, however, 
restrict these facilities to the finance of inter¬ 
national trade or of other legitimate international 

O 

transactions. For a forward exchange market can 
easily be misused for the purposes of exchange 
speculation; a person who is speculating on the 
depreciation of a particular currency may sell 
that currency forward—even though he possesses 
none of it—in the expectation that when the time 
comes he will be able to purchase it at a lower 
price. 

Finally, the International Bank might take 
appropriate action to mitigate the evil effects 
of speculative movements of short-term capital 

1 The rather complicated way in which the relation between the 
“forward” and “spot” rates of exchange between two currencies 
normally depends upon the rate of interest in the two states cannot 
be explained here. The reader is referred to J. M. Keynes, A Tract 
on Monetary Reform , Chapter iii, or to Paul Einzig, The Theory of 
Forward Exchange> Part IV. 
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from one currency to another, movements which, 
as has been seen, are likely to be encouraged by 
the possibility of variations in the rates of exchange 
between the various currencies. National action 
for this purpose has usually taken one of two 
forms. In some cases such capital movements 
have been prevented by the imposition of com¬ 
plete state control over all dealings in foreign 
exchanges; and the extent to which Member 
States of an International Organization should 
be permitted to use this method is examined in 
Chapters VI and VII. An alternative method 
has been not to prevent such speculative move¬ 
ments, but to offset them by means of an 
Exchange Equalization Fund. For this purpose 
the national monetary authority holds a special 
fund of money, some invested in its own currency 
and some invested in gold or in the currencies of 
other countries. When, for example, speculators 
sell the currency of the home country for that of 
a particular foreign country, a transfer of part 
of the funds of the Exchange Equalization Fund 
from the currency of the foreign country to that 
of the home country is made in order to offset 
the speculative transfer. 

National Exchange Equalization Funds are 
open to misuse. They may, for example, be used 
to engineer a competitive depreciation of a 
country’s currency; for the authorities in charge 
of the fund might persist in purchasing additional 
balances of foreign currencies even though there 
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were no speculative movement in the opposite 
direction to be offset. Such national funds might 
still be misused in a similar w-ay even if the 
International Monetary Authority alone had the 
right of determining when the existing rates of 
exchange could be varied. For by a similar 
employment of its Exchange Equalization Fund 
a national monetary authority might place a 
strain on its own balance of payments and cause 
a loss in its published monetary reserves, with 
the object of inducing the International Monetary 
Authority to rule that the exchange value of its 
currency should be depreciated. 

If the use of national Exchange Equalization 
Funds were forbidden to the Member States, the 
International Bank could itself fulfil the functions 
of an International Exchange Equalization Fund. 
The assets of the International Bank would pre¬ 
sumably take the form either of money balances, 
or of loans and advances, or of securities, ex¬ 
pressed in the currencies of the various Member 
States. A speculative movement of funds from 
currency A to currency B would be offset by the 
International Bank simply by transferring some 
of its assets from currency B to currency A. In 
this way the determination of exchange rates and 
the offsetting of speculative capital movements 
would be placed in the hands of the same 
authority. 
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The above paragraphs have been written with 
the object of outlining a system which would allow 
the individual states as free a hand as possible 
in the determination of their own national 
economic policies without allowing these policies 
to be developed at the expense of other states. If 
a system of this kind were adopted, it would not 
of course exclude voluntary international econo¬ 
mic co-operation for special purposes between a 
more limited number of Member States. To take 
an example, with the system outlined in this 
chapter, the prosecution of an anti-slump policy 
would be primarily in the hands of the Member 
States rather than in those of the International 
Authority. But this would not preclude co¬ 
operation between a number of like-minded 
states in the development of their anti-slump 
policies. It is true that, with the system outlined 
above, any state would be free to attempt to 
meet a general trade depression by means of a 
policy of monetary expansion and of increased 
public expenditure; and it is also true that this 
state would be allowed to depreciate the exchange 
value of its currency if this was necessary to 
enable it to continue with this policy. Neverthe¬ 
less, it is also true that such a state would find that 
this policy was easier to adopt and more efficient 
in its working if it were accompanied by a similar 
policy, similarly timed, in a number of other 
states. There would be nothing to prevent a 
number of Member States from setting up an 
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International Commission of their own to arrange 
for co-operative action in their national monetary 
policies and in the timing of their public expendi¬ 
tures, provided that their action did not offend 
against the limited number of restrictions imposed 
upon them by the scheme suggested in this 
chapter. All that is suggested is that effective 
and useful monetary co-operation need not be 
confined exclusively to states which are so like- 
minded. 


73 



Chapter V 

INTERNATIONAL TRADE 


It is clear that one of the major concerns of an 
International Authority would be with the trade 
between the Member States. Indeed, the prin¬ 
ciples upon which international trade is con¬ 
ducted, taken together with the choice of an 
international monetary mechanism, constitute 
the core of the economic problems of an Inter¬ 
national Organization; and in this connection 
the most important point to decide is whether 
the principle of free trade between the Member 
States should be made a condition of membership 
of the International Organization. 

The arguments for a free trade system are very 
powerful, although they have frequently been 
misunderstood and mis-stated by their advocates. 
Economic conditions differ for various reasons in 
different countries. Let us suppose that in 
country A a pair of shoes costs three times as 
much to produce as a sack of potatoes, whereas 
in state B a pair of shoes costs only twice as much 
to produce as a sack of potatoes. Then A can 
produce three more sacks o f pot atoes at the 
expense of producing one less pair of shoes, while 
B can produce one more pair of shoes at the 



INTERNATIONAL TRADE 


expense of producing only two less sacks of 
potatoes. Thus if A concentrates on producing 
potatoes and B on producing shoes, the total 
production of potatoes will rise, without any 
decline in the total production of shoes. In other 
words if each country specializes on the produc¬ 
tion of the commodities in which it has the 
greatest advantages of productivity (or the 
smallest disadvantages of productivity) in com¬ 
parison with other countries, the total world 
production of commodities will be increased; 
and provided that the commodities in question 
are capable of being transported and traded 
from country to country, the standard of living 
will thus be raised in all countries. 

If competitive conditions prevail in the 
countries concerned, freedom of international 
trade will bring about the desired specialization 
of production between the various countries. 
To revert to the example given above, so long as 
a pair of shoes can be produced in state B at the 
cost of only two sacks of potatoes but is worth 
as much as three sacks of potatoes in state A, 
it will pay traders to export shoes from B to A 
and potatoes from A to B. This trade will bring 
about the required specialization of A upon potato 
production and of B upon shoe production . 1 

1 This does not necessarily imply that no potatoes will be pro¬ 
duced in B and no shoes in A. If there are some districts in B which 
are peculiarly fertile for potato cultivation and some shoe factories 
in A which have a specially high productivity, the working of the 
competitive prices will not, of course, eliminate them. 
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This is the simple classical argument for free 
trade. Its fundamental validity is clear, and 
there is little doubt that for this reason a free 
trade policy should be taken as the basis of the 
commercial policy for the International Organ* 
ization. Any restrictions on international - trade 
which were allowed to remain would require 
special justification. It remains, therefore, to be 
seen what special arguments may be advanced 
for the imposition of trade barriers. In addition 
it will be necessary to enquire to what extent 
a free trade policy can be applied—or indeed 
can be said to have any meaning—in the case of a 
“planned” economy in which foreign trade is a 
state monopoly. 

T1 ic first serious argument for a national policy 
of protection is that it may be used as a means 
of reducing unemployment. Certain aspects of 
the relation between trade protection and un¬ 
employment have been examined incidentally 
in the two previous chapters. Thus a particular 
country which is suffering from a serious problem 
of general unemployment may impose a tariff 
in order to expand its own industrial activity at 
the expense of goods imported from abroad. If 
at the same time it does nothing to expand the 
total volume of purchasing power of its inhabi¬ 
tants, it can at the best succeed in expanding 
its own markets at the expense of other countries; 
and it can do this only if other countries do 
not retaliate. Clearly this case presents no 
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valid argument for the sacrifice of a free trade 
policy. 

But a country which is suffering from a serious 
problem of unemployment may adopt an internal 
policy of monetary expansion at the same time 
that it raises additional barriers on imports. In 
this case the expansion of its own internal markets 
will not necessarily be at the expense of other 
countries; the additional trade restrictions may 
simply prevent a rise in its imports which would 
otherwise have resulted from the expansion of 
the purchasing power of its inhabitants. It has 
already been argued in the two previous chapters 
that protective measures of this kind may enable 
a country to undertake an internal policy of 
reflation without putting a strain on its balance 
of international payments and without depre¬ 
ciating the exchange value of its currency. But 
if a monetary organization of the kind outlined 
m the previous chapter is adopted, any necessary 
readjustments of the balance of payments will 
be obtained by appropriate changes in exchange 
rates; and this will remove any need for import 
restrictions as a method of maintaining equili¬ 
brium in the balances of international payments 
of the Member States. 

There is, however, a more substantial argument 
in favour of a protective policy as a means of 
preventing unemployment. A distinction must be 
drawn between two types of unemployment, 
which may be called “general” and “special” 
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unemployment. “General” unemployment may 
be said to exist during a trade depression when 
there is a general superfluity of labour in the 
economic system, i.e. when the demand for 
additional labour in any industries which may 
still be expanding is less than sufficient to balance 
the surplus of labour in the depressed occupations. 
But in the absence of such “general” unemploy¬ 
ment, “special” unemployment may exist in 
particular industries or occupations or districts 
as a result of special causes. One example will be 
sufficient to illustrate this distinction. A change 
in industrial technique may lead to an abrupt 
decline in the demand for coal, as a result of 
the use of new fuels. This decline in the demand 
for coal will cause unemployment among coal 
miners, even though there may be a scarcity of 
labour in many other expanding occupations. 
For it is not possible for a coal miner to move at 
once to another occupation situated in another 
district and requiring another skill and training. 
For such reasons “special” unemployment may 
persist for a considerable time as a result of any 
far-reaching change in economic structure. 

The previous arguments of this chapter have 
been limited to showing that a policy of protec¬ 
tion is neither a necessary nor a suitable policy 
for the cure of “general” unemployment. They 
do not prove that such a policy is inappropriate 
as a means for mitigating “special” unemploy¬ 
ment. The reduction of an existing tariff may 
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itself constitute just such a structural economic 
change as to cause a serious problem of “special” 
unemployment. If, for example, agricultural 
activity has been enabled to persist in a parti¬ 
cular country behind the shelter of a highly 
protective tariff, the removal of this tariff is 
likely to cause unemployment and distress among 
agriculturalists for a considerable time, even 
though there are other expanding occupations 
into which they can eventually be drawn. Since 
the institution of an International Organization 
on the basis of a free trade policy would imme¬ 
diately involve the removal of many trade 
barriers, it is important to examine in rather 
more detail the effects both upon “general” and 
upon “special” unemployment of such an 
economic upheaval. 

If all the Member States reduce their trade 
barriers pari passu this should not cause any 
problems of “general” unemployment in any 
one of them. For just as quickly as the reduction 
of tariffs by any particular country opens part 
of its internal market to the competition of 
additional foreign imports, its external markets 
will be expanded by the reduction of tariffs in 
other countries. The total demand for its goods 
will not be reduced; but, nevertheless, for a 
considerable time it may suffer from a problem 
of “special” unemployment as workers are being 
transferred from the industries which are con¬ 
tracting as a result of more intense foreign com- 
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petition on the home market, to the industries 
which are expanding as a result of the easier 
access to foreign markets for its exports. 

But one Member State may previously have 
practised a much more protective commercial 
policy than other Member States. In this case a 
general abolition of trade barriers would mean 
that this particular state must reduce such 
barriers much more extensively than other states. 
It might, therefore, appear at first sight that this 
country would suffer from “general” unemploy¬ 
ment, because the invasion of its internal market 
by foreign goods would be less than compensated 
by the extension of its foreign market. In order 
to sec how the two problems of “general” and 
“special” unemployment might be met in such 
a case, let us examine an extreme case. Let us 
suppose that there has been heavy agricultural 
protection in a particular industrialized country, 
and that this country alone removes its agri¬ 
cultural tariffs and quotas without any simul¬ 
taneous reduction of trade barriers in other 
countries. 

The first result will be a fall in the demand for 
home-produced agricultural products in the 
country in question, as a result of the free import 
of the cheaper foreign produce. This will reduce 
the cost of living and so raise the standard of 
living for the non-agricultural workers in the 
country. But it will cause a reduction of produc¬ 
tion, employment and incomes in the previously 
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protected agricultural occupations without any 
immediate counterbalancing extension of the 
demand for other home-produced products. The 
country would appear to be suffering from 
“general” as well as from “special” unemploy¬ 
ment. By what mechanism can the total demand 
for goods and services be so raised as to counter¬ 
balance the reduction in the demand for home- 
produced agricultural products? 

The removal of the protection to home agri¬ 
culture will have given rise to an excess of pay¬ 
ments to other countries in the balance of inter¬ 
national payments of the country in question; 
for its agricultural imports will have risen without 
any immediate rise in its receipts from exports. 
If the monetary mechanism suggested in the last 
chapter is adopted, this position should be 
readjusted by an exchange depreciation of the 
country’s currency. This exchange depreciation, 
by raising the prices of all foreign goods in the 
home market, will give some measure of pro¬ 
tection to all the home industries and occupations 
■—including agriculture. The exchange depre¬ 
ciation will at the same time cheapen the price in 
foreign currencies of the country’s manufactures 
and other products, and this will give, as it were, 
a subsidy to all the country’s exports. This 
measure of protection of home markets and sub¬ 
sidization of external markets which results from 
exchange depreciation will have a double effect: 
it will restore the country’s balance of inter- 
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national payments, and it will increase the total 
demand for the country’s goods and services as 
an offset to the decline in the demand for its 
agricultural products. 

If for any particular reason an exchange 
depreciation which is sufficient to restore equili¬ 
brium to the country’s balance of international 
payments should prove insufficient to remove the 
whole of the country’s “general” unemployment 
problem, a policy of internal economic expansion 
may be adopted. For example, the monetary 
authorities may extend new loans and provide 
new funds at reduced rates of interest; and, if 
necessary, the public authorities may borrow 
some of these new funds to spend on additional 
schemes of public construction. The consequent 
demand of private or public enterprise for capital 
goods will help to cure the problem of “general” 
unemployment; and this increase in economic 
activity will in turn stimulate the demand for 
other goods and services. As a result of this 
internal expansion, the demand for imports will 
probably be still further raised; and for this 
reason some additional measure of exchange 
depreciation may become necessary to restore 
the country’s balance of international payments. 
This would provide a further measure of protec¬ 
tion of home industries and of subsidization of 
exports, which would help to cure the remaining 
problem of “general” unemployment. 

It is clear, then, that any “general” unemploy- 
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ment resulting from tariff reductions may be 
cured by an appropriate policy of exchange 
depreciation—as outlined in the previous chapter 
—combined, if necessary, with internal monetary 
and economic expansion. But the resultant 
“special’ 5 unemployment could not be cured by 
these means. To continue the previous example, 
“special” unemployment would persist among 
the farmers and agricultural workers who had 
just lost their protection, until a considerable 
number of them or of their children had been 
able to become engineers or builders—if we may 
select machinery to represent the exports which 
are stimulated by the exchange depreciation and 
the construction of houses to represent the 
internal activities stimulated by the policy of 
monetary and economic expansion. 

Such transitions are, however, often slow and 
may be accompanied by great hardship and 
suffering. The hand-loom weavers of England 
whose jobs were destroyed by the invention of 
mechanical weaving, and the coal miners of 
South Wales after the great reduction in British 
exports of coal arc striking examples of the 
special unemployment and distress caused by 
serious changes of economic structure. Special 
measures of two types may be taken to mitigate 
this problem. Payments in relief of distress may 
be granted by the state or by other public 
authorities in such cases. Steps may also be taken 
by the state to speed up and to ease the transition 
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itself. For example, the particular workers con¬ 
cerned may be given special facilities for re¬ 
training for new occupations, the costs of removal 
of them and their families to new districts may 
be met in whole or in part by the state, official 
bodies may be instituted to find suitable work 
for them, and new industries may be encouraged 
by subsidy or otherwise to settle in the specially 
distressed districts. 

But even if widespread national measures of 
this kind were taken in the Member States to 
ease the transition, the sudden and complete 
elimination of all trade barriers by the Inter¬ 
national Organization would undoubtedly give 
rise to serious problems of “special” unemploy¬ 
ment. For this reason the constitution of the 
International Organization should probably not 
demand the immediate removal of all trade 
barriers. But the reductions of such barriers 
should be effected over a series of years; they 
should be speeded up in years of expanding 
business activity, and postponed whenever there 
was a widespread threat of general depression 
and unemployment. Such a gradual approach to 
free trade, combined with national measures of 
relief for special distress and of transference of 
workers to new occupations, would probably prove 
workable: the sudden introduction of free trade 
without adequate national measures of relief or 
of labour transference might well condemn the 
Intel national Organization to collapse and failure. 
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This argument constitutes a serious reason for 
a gradual approach to free trade; but it does not 
justify a rejection of the free trade principle as 
the ultimate basis for the commercial policy of 
the Member States, to which they should be 
obliged to approach as quickly as is possible. 
The permanent protection of an occupation to 
prevent “special” unemployment would involve 
the permanent sacrifice of a possible all-round 
rise in the standard of living in order to avoid the 
temporary difficulties of transition. If, for example, 
the hand-loom weavers had in some way or 
another been permanently protected from the 
competition of mechanical looms, we should still 
to-day be clothed at great toil and expense by 
such handwork. The temporary transition must, 
no doubt, be eased, and the particular workers 
who, for no fault of their own, are suddenly 
threatened with unemployment and poverty, 
must receive special assistance. But the change 
itself must not be prevented. 

We may turn now to certain arguments of a 
different character in favour of a protective policy. 
It is possible in certain circumstances that a 
particular country by imposing a tariff may gain 
at the expense of other countries by improving 
the terms on which it conducts its trade with the 
other countries. Thus, if a particular country 
reduces its expenditure on foreign goods by 
imposing a tariff on imports, the immediate 
effect will probably be the development of an 
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excess of its receipts from other countries over 
its payments to other countries. To readjust its 
balance of payments there may need to be an 
appreciation of the exchange value of its cur¬ 
rency, which will raise the price of its exports in 
terms of the currencies of the other countries and 
will thus restrict its exports to correspond with 
the fall in its imports. Alternatively, if the 
country in question is tied to an international 
monetary standard, the reduction in its demand 
for imports will lead to a drain of monetary 
reserves from other countries; and this drain can 
be stopped only by a rise of prices in the country 
imposing the tariff or by a decline of prices in 
the other countries. But whether the balance of 
international payments be readjusted by an 
exchange rate variation or by an adjustment of 
internal prices, the price in foreign currencies of 
the exports of the country imposing the tariff 
will rise in relation to the price at which it can 
obtain its imports in foreign markets. It will, in 
fact, be trading on better terms at the expense of 
the countries from which it is purchasing. 

This will not in all circumstances bring a gain 
to the country which is imposing the tariff. If— 
as is probable—the other countries retaliate by 
the imposition of a tariff, this is likely to shiit 
the terms of trade back again by the reverse 
monetary mechanism to the disadvantage of the 
country which was the first to raise a tariff. In 
this case there may in the end be no substantial 
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net change in the terms of trade for any of the 
various countries; but they will all lose through 
the consequent loss in the international special¬ 
ization of production. It follows also from this 
argument that if all the Member States of an 
International Organization reduce their tariffs 
pari passu, no one of them is likely to lose sub¬ 
stantially by a change in the terms of trade to its 
disadvantage; for just as quickly as it increases 
its demand for foreign goods by lowering its 
tariff, so the foreign demand for its goods will 
rise by the lowering of tariffs elsewhere. On the 
other hand all the states will gain by the increase 
in the total volume of international trade. 

But even if a country is able to shift the terms 
of trade in its favour by imposing a tariff without 
meeting with the retaliation of other countries, 
it will not necessarily gain. It is probable that a 
single country will not be able to move the terms 
of trade very substantially in its favour; and it 
may well find that it has obtained only a small 
advantage in the terms of its trade at the cost of a 
considerable diminution in the total volume of 
its trade. In such a case the loss in the total 
volume of its trade may more than counter¬ 
balance the fact that it is making a slightly larger 
gain on the trade which remains to it. There are, 
nevertheless, circumstances in which a country 
can gain at the expense of others by imposing a 
tariff. For example, a particular country may be 
the most important purchaser in the world 
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market for some product; and it is possible at 
the same time that the foreign producers of this 
product find it difficult either to expand the 
alternative markets for the product or to shift 
over to the production of other commodities. In 
such a case the buying country may be in a 
position very considerably to reduce the price at 
which it can obtain its imports through a moderate 
reduction of its purchases. It may in fact be able 
to reap a large gain at the expense of the producing 
countries. 

This possibility should not, however, modify 
the adoption of the principle of free trade for the 
commercial relations between the Member States 
of an International Organization. For any 
national gain of this kind is obtained solely at the 
expense of some other country. The imposition 
of a tariff nearly always benefits some one class 
of persons. The producers in a protected industry 
are in a better position to obtain high profits or 
high wages for themselves; but the existence of 
such a vested interest within any nation—how¬ 
ever vocal it may be—does not justify the main¬ 
tenance of a tariff which is to the disadvantage of 
the national community as a whole. In the same 
way the maintenance of a particular tariff may 
in certain circumstances benefit the inhabitants 
of the protected nation; but this cannot justify 
the maintenance of a national tariff, which is 
detrimental to the interests of the international 
community of nations. 
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It is sometimes argued that the payment of 
low wages in another country justifies the impo¬ 
sition of a tariff in a country of high wages in 
order to protect that country’s standard of living. 
This argument is based upon a misunderstanding 
of the basis upon which the advantages of inter¬ 
national trade are to be obtained. Let us suppose 
that country A by paying low wages is able to 
undercut the prices of certain products of country 
B. Can B gain by imposing a tariff on imports 
from A? Certainly the producers of the protected 
commodities in B will gain from the tariff; but 
this is true of any protective tariff imposed in any 
circumstances, and has nothing to do with the 
payment of specially low wages in A. The proper 
question is whether the whole community in B 
can gain from the imposition of the tariff. It is 
possible that if the competition from A has 
developed quickly a temporary tariff in B might 
be justifiable on the grounds of the “special” 
unemployment that would otherwise appear. 
But this argument again has nothing to do with 
the payment of low wages in A; for it refers 
equally to any abrupt change in the conditions 
of foreign trade. It may be that by imposing the 
tariff country B is able to obtain her imports from 
A on better terms than before. But this argument 
also has nothing to do with the low wages paid 
in A; for the ability to shift the terms of trade to 
the national advantage does not depend upon the 
level of wages in other countries. It is possible 
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that as an immediate result of a reduction in the 
price of A’s products, B’s balance of international 
payments will be thrown out of equilibrium by 
her excessive purchases of goods from A, and that 
this will drain monetary reserves from B and will 
impose a monetary deflation on B. But in this 
case, if the monetary organization outlined in 
the previous chapter is adopted, the necessary 
readjustment cart be brought about by an 
exchange depreciation of B’s currency. The fun¬ 
damental fact that must not be forgotten is that 
everyone in B, as a consumer, will gain from 
buying goods at a cheaper price from A. In fact 
B as a whole will gain if it can obtain more goods 
by using its available factors of production to 
produce exports to exchange for the cheap 
products of A than it can obtain by using these 
factors at home to produce the goods for itself; 
and it makes no difference to this argument 
whether the cheapness of the products in A is 
due to low wages or to high productivity or to 
any other peculiar set of conditions in A. 

This docs not imply that B may not lose 
economically from a cheapening in the cost of 
certain products in A. For if A and B compete 
for export markets in certain other countries, 
the cheapening of costs in A may shift the demand 
of these other countries from B’s to A’s products 
and may thus move the terms of trade to the 
disadvantage of B. But can B prevent this by 
imposing a tariff? Generally speaking she cannot 
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raise tariffs against A’s goods in the other markets 
in which A’s competition is harming her; and as 
far as the protection of B’s home market is con¬ 
cerned, there is nothing to add to the previous 
arguments. If, however, the markets in which A 
and B compete include certain territories which 
are B’s colonies, then B will be able to gain by 
imposing a trade barrier in these colonies against 
A’s goods. In this case B’s gain will be at the 
expense both of A, who is excluded from com¬ 
peting in these closed colonial markets, and of the 
inhabitants of the colony, who are prevented 
from buying the cheaper products of A. Since 
gains of this type should presumably not be per¬ 
mitted, we may conclude that the “low wage” 
argument for protection does not present a valid 
reason for abandoning the principle of free trade 
for the International Organization. 

Two further arguments for national protection, 
which we may call the “infant industry” and the 
“social” arguments, might retain some validity 
in the International Organization. It is often 
argued that in order to establish a new industry 
in a particular locality—or in order to promote 
general industrial activity in an agricultural 
community—a temporary measure of protection 
is necessary, but that as experience is gained 
and as costs are thereby reduced, the industry 
will become self-supporting without protection. 
Economists are generally in agreement that, in 
certain cases, a valid argument of this kind may 
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exist for the temporary imposition of a tariff. 
Nevertheless it is doubtful whether this should be 
permitted to break the free trade rule for the 
nations constituting the International Organ¬ 
ization. Temporary support to a new industry 
can be given by a direct subsidy from the national 
budget; and this method of granting special 
favours to a particular industry has the additional 
advantage of making the cost of the favours 
apparent to the whole community. If the indi¬ 
vidual Member States preserve the right of 
granting subsidies and bounties, the “infant 
industry” argument is no longer a valid reason 
for breaking the free trade rule. 

A similar reasoning may be applied to the 
“social” argument for protection. In a number of 
industrialized countries, for example, agriculture 
has been protected partly in order to preserve a 
rural population for social reasons. In cases of 
this kind also direct subsidies may be paid to the 
particular branch of economic activity which for 
non-cconomic reasons it is desired to foster. They 
are as effective as a protective tariff, and have the 
added advantage of making clear the economic 
cost of the policy. 1 

1 Military and strategic considerations—the desire to be more 
nearly self-supporting in foodstuffs or in other vital products in 
case of war—have often led to the protection of various industries. 
It is to be presumed that the political aspects of the International 
Organization would remove the necessity for such defensive con¬ 
siderations as between the Member States; but considerations of 
defence against states outside the International Organization might 
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We may summarize the argument up to this 
point by saying that valid arguments for some 
measure of national protection would exist in an 
International Organization on three grounds: 
to relieve “special” unemployment, to protect 
infant industries and to pursue certain social or 
other non-economic objectives. But provided that 
the transition to free trade is gradual and that 
the Member States retain the right of subsidizing 
directly particular industries and occupations, 
these arguments do not constitute a conclusive 
case for the abandonment of the free trade 
principle by the International Organization. 

But we must now pass to the more complicated 
problem of the foreign trade of the “planned” 
economy. The previous arguments of this chapter 
can be applied directly only to the “liberal” 
economies; for the very term “free trade” implies 
an economic system in which individuals are 
permitted to compete with each other in under¬ 
taking trade transactions. In the completely 
“planned” economy free trade in this sense is an 
impossibility—for the simple reason that foreign 
trade is a government monopoly and individuals 
are not free to take part either in internal or in 
international trade. On what principles, then, 
should the International Authority regulate the 

still necessitate the fostering of certain industries in certain of the 
Member States. This matter would clearly be in the province of 
the International Authority, which might, for example, pay sub¬ 
sidies to particular industries in particular localities directly from 
its own budget. 
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trading conditions of those of the Member States 
which have “planned” economies? 

The fundamental point to realize is that a 
“planned” economy can obtain the same advan¬ 
tages from international trade as a “liberal” 
economy. It can use part of its available produc¬ 
tive forces to produce goods for exchange for other 
goods on foreign markets whenever more of the 
products which it needs can be obtained in this 
way than by producing the goods for itself at 
home. It has already been explained at some 
length in Chapter II that a “planned” economy 
may, if it chooses, make use of a system of pricing 
and costing which will enable it to compare the 
internal costs of producing various products. If 
use is made of a costing system of this kind, the 
authorities in charge of the foreign trade of a 
“planned” economy can apply what may be 
called the free trade principle to their trans¬ 
actions. To achieve this object they should 
(a) export goods whenever the internal costs of 
producing and transporting these goods is lower 
than the price which can be obtained in foreign 
markets for them, and (/;) import commodities 
for home use whenever the price at which they 
arc priced at home is higher than the cost of 
purchasing and transporting the foreign produce. 

The only question which would remain to be 
solved would be the exchange rate at which the 
national money of the “planned” economy should 
be valued for the purposes of making these 
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calculations of relative prices and costs of home- 
produced and foreign goods. In a “planned” 
economy monetary transactions with foreign 
countries will presumably not be left to private 
individuals, so that there will be no free foreign 
exchange market in which competitive forces can 
determine an actual exchange rate. But, never¬ 
theless, a rate of exchange for the purposes of the 
calculations of the authority in charge of the 
country’s foreign trade could be determined on 
the principles outlined in the previous chapter. 
The monetary authorities could fix a rate of 
exchange for accounting purposes at a level which 
was considered suitable to equalize the country’s 
monetary receipts from exports and other sources 
with its monetary payments for imports and other 
purposes. If at this rate of exchange the country’s 
monetary payments exceeded its receipts, the 
exchange value of its money could be depreciated 
for accounting purposes. This would cause the 
authorities in charge of its foreign trade to 
increase exports and to diminish imports, so long 
as they acted in accordance with the pricing and 
costing principles outlined above. For, as in the 
case of “liberal” economies, the depreciation in 
the exchange value of the country’s currency 
would raise the prices in its own currency at which 
it could purchase foreign goods and at which it 
could sell its exports in foreign marktes. 

In order to ensure that this free trade principle 
was applied as fully as possible, the International 
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Authority would need to appoint representatives 
to the national boards of control over the foreign 
trade of the Member States with “planned” 
economies; and these representatives would need 
to possess the final power of decision over the 
actions of such national bodies. Nothing less than 
this would give the International Authority a 
real power of regulation of the international trade 
of such Member States. Moreover the need for 
the application of a general formula based on 
relative prices and costs to determine inter¬ 
national trade relations becomes greater as 
national controls over foreign trade become more 
frequent and more extensive. For a national 
monopoly of foreign trade is in a particularly 
strong position to use its monopolistic powers to 
obtain economic advantages at the expense of 
other states. By threatening to cancel its customary 
purchases from a particular country, a national 
import board may obtain a low price quotation 
at the expense of exploiting the producers in a 
foreign country. By threatening to withhold all 
sales to a particular market, a national export 
board may squeeze a monopoly price from the 
consumers in some other country. If a number of 
important countries have monopolized their 
foreign trade, there is a grave danger that the 
remaining “liberal” countries would be forced to 
monopolize their own foreign trade in order to 
retaliate, even though they wished to maintain a 
liberal system. International economic relations 
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would degenerate quickly into the chaos of a 
perpetual economic war. 

If, however, a simple formula is devised to 
regulate foreign trading relations—such as the 
formula suggested above that comparative prices 
and costs should determine trade channels on 
the free trade principle—and if an international 
control is instituted to ensure that this formula is 
observed, the foreign trade of “planned” econo¬ 
mies could be conducted on orderly commercial 
principles. As long as a number of “liberal” 
economies remained, there would be a nucleus 
of competition in which world market prices for 
different commodities could be determined; and 
the comparison of internal costs and external 
prices could be made for the “planned” econo¬ 
mies on the basis of these world market prices. 
If these free markets became too restricted those 
in charge of the foreign trade of each of the 
“planned” economies would be obliged to use 
the prices in the other “planned” economies as 
their basis of comparison. 

A system of this kind presents the only alter¬ 
native to an economic chaos. In principle it is 
simple; but its actual application would, no 
doubt, give rise to difficulties and complexities. 
In particular its application depends upon the 
existence of some system of internal pricing and 
costing inside the “planned” economies; for 
unless this exists, there is no basis upon which the 
comparison of internal prices and costs can be 
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made. The system could not in any case be 
applied without modifications. For, if the 
“liberal” economies are to be permitted the right 
to grant subsidies to particular industries or 
occupations in order to protect infant industries 
or to encourage an occupation for social reasons or 
to mitigate the problem of “special” unemploy¬ 
ment, a similar freedom of action must be left 
to the “planned” economies. But in a planned 
economy there are so many ways of subsidizing a 
particular industry—whether by direct subsidy 
from the state budget or by not requiring it to 
make so high a profit as other industries or by 
providing raw materials or capital to it at specially 
low prices—that it is not possible to limit and 
define this right as clearly as in the case of 
the “liberal” economies. The authorities in a 
“planned” economy have very extensive powers 
of encouraging particular industries by these 
various kinds of subsidy, while a “liberal” economy 
would be confined to a direct subsidy from the 
budget. But any attempt to restrict the internal 

policy of the “planned” economies—however 

logical it may be—would probably prove impracti¬ 
cable, in the absence of a more or less complete 
control by the International Authority over 
the whole economic system of the “planned 
economies. 

Further, as its very name suggests, a “planned 
economy might desire to plan ahead not only its 
internal economy but also its foreign trade. 
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Whereas in a “liberal” economy the forces of 
competitive markets give rise to daily changes 
in prices, output and employment, in the 
“planned” economy these quantities are deter¬ 
mined for some time ahead and are then sub¬ 
jected to a change of plan from time to time as 
circumstances require. It might reasonably be the 
desire of a “planned” economy to determine 
ahead for a considerable period the quantities 
of its imports and its exports and to fix these by 
long-term contracts with foreign buyers and 
sellers. No objection could be taken to such 
action, even though it does for the time being 
remove the influence of changes in relative prices 
and costs upon imports and exports. All that is 
essential is that the “planned” foreign trade 
should be revised from time to time and that it 
should be revised upon the basis of a comparison 
of internal and external prices and costs in the 
way that has been suggested above. 

In addition to the problem of the foreign trade 
of the completely “planned” economy, similar 
problems would arise on a smaller scale in the 
case of the Member States whose generally 
liberal economies were modified by certain 
elements of state control. These problems could 
be settled on the same lines. Thus national 
import and export boards set up to control 
particular markets could be regulated on the 
same principles by the International Authority. 
Moreover international cartels or monopolies 
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might be submitted to the control of the Inter¬ 
national Authority in order to ensure that the 
products concerned were made available to all 
consumers throughout the Member States at a 
price equivalent to the cost of production and 
transport. In particular, the International Author¬ 
ity should supervise the operations of the various 
bodies which already control prices, production, 
sales or exports of various primary commodities 
such as tin, rubber and tea . 1 

1 The principles upon which these bodies should be regulated 
arc discussed in Chapter IX below. 
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Chapter VI 


INTERNATIONAL CAPITAL 

MOVEMENTS 

The productivity of labour in any country, and 
thus the standard of living of that country, 
depends not only upon the quality and efficiency 
of the labour itself. It is also much affected by 
the natural resources in land and raw materials 
with which the country is endowed and by the 
capital instruments and the technical knowledge 
with which the workers are equipped. A high 
standard of living depends on the absence of any 
pressure of population upon the available natural 
resources, and on the possession of an abundant 
capital equipment and of advanced technical 
knowledge and training. In a later chapter the 
effects of international population movements 
upon the standard of living will be examined, 
while the present chapter is devoted to the prob¬ 
lems of capital equipment and, incidentally, of 
technical knowledge. 

There are a number of wealthy communities, 
such as the United States of America and the 
United Kingdom, where there is a relative 
abundance of capital equipment; and in these 
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countries, while the output per head of the 
workers is high, the need for additional capital 
is comparatively small, with the consequence that 
the rate of interest which producers will offer for 
capital extensions is relatively low. On the other 
hand there are many undeveloped or compara¬ 
tively poor countries in which there is a scarcity 
of capital in relation to the number of workers 
or to the available natural resources. These 
countries may be either in the position of India, 
Japan or China where there is a considerable 
pressure of population upon the available land 
and natural resources, or they may be in the 
position of some of the South American Republics 
where both population and capital are scarce. 
But in both cases the scarcity of capital in relation 
either to labour or to the available natural 
resources or to both will prevent the productivity 
of labour from rising as it otherwise might, and 
will lead to the levy of high interest charges for 
the little capital that does exist. 

In normal conditions capital moves naturally 
from the wealthy to the undeveloped countries 
in search of higher yields. This movement, in so 
far as it develops, has two outstanding advan¬ 
tages. In the first place, it leads to an increase in 
total world production. For the investment of 
new machinery, for example, in an undeveloped 
area where capital is scarce and where the pro¬ 
ductivity of capital is therefore high will increase 
total production more than the investment of an 
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equivalent amount of machinery in a country 
where the most productive uses for capital have 
already been satisfied. 

Secondly, international capital movements 
from rich to poor countries are likely to reduce 
existing differences in the standard of living. 
Such movements should benefit both the lending 
and the borrowing countries. For the lending 
country should be able to obtain a somewhat 
higher rate of interest on capital lent abroad than 
on capital lent at home; and at the same time the 
borrowing country should be able to obtain 
capital at a somewhat lower rate of interest from 
abroad than from its internal resources. Since the 
rich and the poor countries would share the gain 
in this way, it is not at all certain that inter¬ 
national inequalities of income would be reduced. 

It is, however, probable that in many cases 
the income of the poor countries would be raised 
much more than that of the wealthy countries 
by a movement of capital from the latter to the 
former. For not only does the improved capital 
equipment of the poor and undeveloped terri¬ 
tories directly increase the productivity of labour 
in these areas; it has also a number of indirect 
effects. In the first place, an initial rise in the 
standard of living resulting from an inflow of 
foreign capital may enable the inhabitants of the 
country in question to start saving and accumu¬ 
lating capital for themselves out of their higher 
incomes. An initial stimulus from abroad may 
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thus help to start a more rapid industrial develop¬ 
ment financed from internal funds. Secondly, the 
borrowing of funds from abroad for the initiation 
of schemes of capital development in an unde¬ 
veloped country will probably involve the services 
of foreign engineers, technicians and skilled 
workers to construct and, for a time, to work the 
new capital installations. Directly as a result of 
this and indirectly as a result of the greater 
familiarity with modern technique the inhabitants 
of the backward territory may themselves learn 
new skills and new methods of production. The 
gradual extension of such knowledge is in many 
cases the most important factor in raising produc¬ 
tivity in backward areas, and so in equalizing 

international standards of living. 

Borrowing of capital from abroad may in these 
ways be the initial stimulus for the “modern¬ 
ization” of backward areas; and great increases 
in productivity can be brought about by the use 
of modern methods of large-scale production both 
in industry and in certain agricultural occupations. 
The possibility of such revolutions in technical 
methods will be greatly increased if conditions 
office trade can at the same time be guaranteed 
by the means suggested in the previous chapters, 
for in that case the backward areas will be free 
to develop the foreign markets for the goods 
which they can most easily produce on a large 
scale. In favourable circumstances wise foreign 
borrowing by an undeveloped country may 
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directly and indirectly help to raise the standard 
of living out of all proportion to the sums actually 
borrowed. 

The main obstacle which stands in the way of 
free movements of capital between the nations 
is the difficulty of transfer of the capital from the 
lending to the borrowing country and, later, of 
the payment of interest and sinking fund by the 
debtor to the creditor nation. A foreign loan 
involves an exchange of the lending country’s 
currency into the money of the borrowing 
country in order to transfer the money loan to the 
borrowers. This will impose a strain upon the 
lending country’s balance of international pay¬ 
ments, unless the borrowing country actually 
buys from the lending country the capital goods 
which it needs. But if the borrowing country 
spends the proceeds of the loan in other countries, 
the lending country will need to expand its 
receipts from exports or to contract its payments 
for imports in order to offset its capital payment 
to the borrowing country. This it must do by one 
of the means discussed in Chapters III and IV 
—i.e. either by an internal deflation or by a 
depreciation of the exchange value of its currency; 
but in a world in which there are serious barriers 
imposed upon its exports to other markets, it 
may experience great difficulties in making the 
necessary adjustments to its balance of inter¬ 
national payments. Many countries have in 
fact placed embargoes of one kind or another 
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upon foreign lending in order to ease the strain 
on their balances of international payments which 
might result from such lending. In the United 
Kingdom, for example, an embargo has been 
placed since 1931 on the issue of foreign loans on 
the London capital market; and various countries 
which have instituted rigid systems of exchange 
control have used these controls to prevent all 

capital movements abroad. 

The willingness of countries to lend abroad has 
also been much reduced in recent years by the 
history of defaults on numerous foreign invest¬ 
ments since 1929. These defaults have been 
caused by many factors, one of the most important 
of which was the difficulty of transferring the 
sums for interest and repayment of capital from 
the debtor to the creditor countries. In order to 
prevent an intolerable burden upon their balances 
of payments the debtor countries must be able 
to develop an excess of exports to counterbalance 
their purchases of foreign currency for the service 
of their debts. If tariffs or other trade barriers 
arc continually raised against such countries when 
their exports expand, their difficulties may be¬ 
come unbearable. Again it is clear that an 
efficient and adaptable machinery for adjusting 
the balance of payments between debtor and 
creditor countries is a sine qua non of free inter¬ 
national capital movements. 

A second important condition for the successful 
operation of international capital movements is 
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that efficient measures should be taken to prevent 
the development of serious world-wide deflations. 
Many foreign investments are fixed in terms of 
money both as to the capital sum and as to the 
annual interest to be paid on the capital. A wide¬ 
spread and serious fall in commodity prices and 
so in money incomes greatly increases the real 
burden of debts which are fixed in money values, 
and for this reason the insecurity of foreign loans 
is greatly increased during a world-wide trade 
depression. 

The importance of these factors may be illus¬ 
trated by the experiences following the great 
depression which started in 1929. In the years 
immediately preceding 1929 the rich creditor 
countries—and in particular the United States 
of America—were lending considerable sums 
abroad both to undeveloped areas such as South 
American and also to Germany, whose heavy 
borrowings were enabling her to meet the 
reparations payments. The Americans were lend¬ 
ing money to Germany and Germany was paying 
reparations to other countries, which in turn 
used these sums to pay war debts to the United 
States. The overseas debtor countries which con¬ 
centrated on the production of foodstuffs and raw 
materials for export were enabled to meet the in¬ 
terest and sinking fund on their debts from the new 
loans which were being made to them and from 
the relatively high demand for their exports on 
the part of the prosperous industrialized countries. 
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The whole system was suddenly broken by 
the great depression. The rich creditor countries 
ceased to lend abroad as soon as the depression 
led to doubt about the solvency of their debtors, 
and in many cases attempted to withdraw the 
capital funds which they had already lent. This 
put a double strain upon the balances of pay¬ 
ments of the debtor countries, which had to 
develop their exports or to restrict their imports 
to balance both the cessation of an annual inflow 
of new capital and also the actual withdrawals 
of capital. Two factors added to this problem. 
The fall in money prices, particularly in the 
prices of the foodstuffs and raw materials exported 
by many debtor countries, greatly increased the 
real surplus of goods which they had to sell to 
repay a given money debt. At the same time 
many of the principal creditor countries, and in 
particular the United States of America, raised 
additional trade restrictions on imports which 
made it still more difficult for the debtor countries 
to obtain an equilibrium in their balances of 
payments. 

The stream of American loans to Germany and 
other countries had already been much reduced 
before the depression, as a result of the counter- 
attraction of stock exchange speculation in the 
United States in 1928 and 1929. In any case it 
could not have continued indefinitely; and some 
revision of reparations and war debt payments 
might in any case have become inevitable. But if 
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the great depression had been avoided, there 
would have been no such sudden break in confi¬ 
dence and no such sudden cessation of foreign 
lending and abrupt recall of outstanding loans. 
There would have been no abrupt deflation of 
prices to raise the real burden of reparations, of 
war debts and of foreign indebtedness in general. 
If, in addition, there had been a reasonably 
reliable mechanism for the adjustment of the 
balances of international payments which had 
allowed the debtor countries to develop an 
export surplus with relative ease, the problem 
would have remained a manageable one. 

In order therefore to revivify the system of 
capital movements from countries where capital 
is plentiful to territories where it is scarce, the 
essential conditions are an economic system which 
avoids recurrent world-wide depressions and 
which provides an efficient mechanism for neces¬ 
sary adjustments in the balances of international 
payments. These two conditions have already 
been the subject of discussion in Chapters III 
and IV. If the mechanism suggested in Chapter 
IV is adopted, individual nations will be free to 
adopt anti-depression policies and their balances 
of payments will be capable of adjustment by 
appropriate changes in exchange rates. In these 
conditions international capital movements might 
revive. 

Should the International Authority take any 
steps to encourage or to control such movements? 
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Since such movements are in the general interest, 
the International Authority should be given 
powers to prevent any Member States from put¬ 
ting an embargo upon the issue of foreign loans 
in its capital market or upon the purchase of 
foreign securities or of other forms of property 
in foreign countries. In previous sections of this 
book reference has, however, been made to the 
fact that short-term speculative movements of 
capital serve no useful purpose. Such capital 
movements might be offset by the International 
Monetary Authority, as has been suggested in 
Chapter IV; and at the same time the Member 
States might themselves be left free to prevent 
such movements altogether, if they so desired, by 
means of exchange control on condition that the 
control was not used to limit other legitimate 
transactions. In order to prevent any such misuse 
of exchange controls, it might be necessary to 
give certain powers of supervision and regulation 
to the International Authority. This supervision 
would need to be used with care, since it is diffi¬ 
cult in practice to distinguish in marginal cases 
between capital movements undertaken for legiti¬ 
mate commercial or economic investment and 
those undertaken to speculate on possible ex¬ 
change fluctuations. It might be a sufficient 
solution of the problem to grant a right of 
appeal to the International Authority against 
the decision of the national authority of any 
Member State to veto any international capital 
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transaction on the grounds of its speculative 
character. 

The main difficulty in the application of such 
regulations would again arise in the case of 
completely “planned” economies. Where all 
capital is owned by the state and where all the 
community’s savings are accumulated and in¬ 
vested by the state, “freedom” of international 
capital movements has no meaning; for the 
national authorities alone decide where capital 
is to be invested. Theoretically it is possible in the 
completely “planned” economy to measure the 
yield on capital invested at home, provided that 
proper use is made of a costing system of the kind 
discussed in Chapter II. For a comparison of the 
cost of new capital equipment with the price of 
the additional goods which that capital equip¬ 
ment is expected to produce should indicate the 
rate of return obtainable from such an investment. 
By comparing these internal yields with the 
interest obtainable on loans abroad the authorities 
in a “planned” economy could, if they wished, 
apply the principle of free capital movements. 
They could invest abroad whenever interest was 
higher abroad and borrow from abroad whenever 
interest was lower abroad than at home. It would, 
however, in practice be difficult for the Inter¬ 
national Authority to ensure that the national 
authorities in question adopted this principle. 
To do so would necessitate a very great extension 
of the powers of control of the International 
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Authority over the internal economic policy 
adopted in “planned” economic systems. Prob¬ 
ably it could attempt little more than to encourage 
such capital movements on terms which were just 
and fair to lending and borrowing countries alike. 

The International Authority might set up, in 
close contact with the International Bank to 
which reference has been made in Chapters III 
and IV, a special International Commission to 
supervise international capital movements. The 
main duties of such a body would be two-fold: 
first, to ensure that no Member States imposed 
restrictions on foreign lending with the exception 
of restrictions on speculative movements of short¬ 
term funds, and, secondly, to make sure that 
undeveloped territories were open as fields for 
investment on equal terms for all the Member 
States. It might, however, have certain subsidiary 
functions. It might supervise and give advice on 
the terms of international loan contracts. It 
might, for example, encourage the granting of 
such loans in the form of ordinary shares with 
dividends fluctuating according to profits instead 
of in the form of fixed-interest indebtedness; for 
this would greatly alleviate the problem of 
interest payments in case of any unavoidable 
economic depression in the borrowing country. 
If die monetary mechanism suggested in Chapter 
IV were adopted, it might encourage the use of 
the currency issued by the International Bank as 
f the money in terms of which international loan 
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contracts were fixed; for this might help to 
reduce the uncertainties for borrower and lender, 
lesulting from the possibility of future fluctuations 
in the exchange value of debtor and creditor 
currencies. It might in certain cases investigate 
and report upon the profitability of various 
schemes of economic development which required 
the use of foreign capital, in order to prevent the 
investment of funds in excessive sums in any 
given direction or in schemes which were econom¬ 
ically unjustifiable. It might perhaps supervise in 
various ways movements of capital between 
liberal” and “planned” economies. 

These are, however, subsidiary matters. The 
avoidance of trade depressions and the institution 
of an efficient mechanism for the adjustment of 
international balances of payments are the sub¬ 
stantial conditions which in themselves would 
automatically revivify the flow of capital to the 
territories where it was most needed and most 
productive. 
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Chapter VII 


EXCHANGE CONTROL AND CLEARING 

AGREEMENTS 

Before concluding the discussion of international 
trade and of international capital movements it 
is necessary to say something of various devices 
which have been developed in recent years for 
the national control of such international transac¬ 
tions. Of these devices the most important are 
exchange controls and clearing agreements, both 
of which mechanisms were adopted in the first 
place to relieve the strain on the balances of 
payments and the foreign exchanges of various 
countries. But in many cases they have been 
retained as instruments for the national control 
and planning of foreign trade, both for autarchic 
purposes — i.c. for the purpose of increasing 
national self-sufficiency through the protection 
and encouragement of essential industries at home 
— and also for the purpose, in some cases, of 
obtaining economic influence over other nations. 

It is important to determine what place, if any, 
such instruments of trade control would find in 
the International Organization. 

It has already been shown in the previous 
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chapter that after 1929 the abrupt cessation of 
foreign lending by the creditor countries, the 
recall of short-term foreign loans already made 
by them, and the rapid decline in export prices 
placed an intolerable strain upon the balances of 
payments of many debtor countries. As an imme¬ 
diate measure to prevent this from leading to an 
excessive loss of gold or of other monetary reserves 
or to an excessive depreciation of the exchange 
value of their currencies, many debtor countries 
were driven to impose exchange controls with the 
limited object of preventing the export of capital. 
But it was soon found that, in order to control 
capital movements, a complete control over every 
form of foreign exchange transaction was neces¬ 
sary, and that a simple prohibition of the purchase 
of foreign currencies for the purpose of exporting 
capital was not sufficient. For there are many 
indirect ways in which capital may be exported. 
For example, exporters of commodities may use 
the foreign money which they obtain from the 
sale of their exports for investment in foreign 
countries instead of for the purchase of their own 
home currency; and by this means they can export 
part of their capital to foreign countries. For this 
reason a rigid control of capital transactions in¬ 
volves a strict supervision of the export trade. It 
necessitates also a strict control of imports; for 
importers who have purchased foreign currency 
for the ostensible purpose of buying foreign goods 
must be prevented from using these funds actually 
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for investment of their capital abroad or for resale 
to foreigners who wish to repatriate capital which 
they had previously invested in the country in 
question. 

For these reasons exchange controls which had 
been devised in the first place solely to prevent 
sudden capital exports were extended to cover all 
transactions in the purchase and sale of foreign 
currencies. With these fully developed systems of 
foreign exchange control the Central Bank or 
other monetary authority in the country in ques¬ 
tion was granted a monopoly of foreign exchange 
transactions. All purchases of foreign money for 
the finance of imports or other permissible transac¬ 
tions had to be made at the official exchange rate 
through the Central Bank; and all receipts of 
foreign money, whether from the sale of exports 
or from other sources, had to be surrendered at 
the official exchange rate to the Central Bank. 
By such means the export of capital could be 
reduced to a minimum. 

But in most countries where this complete 
system of exchange control was developed, it was 
quickly used for other purposes than the control 
of capital movements. For the purposes of making 
the control effective it was necessary to rule that 
no goods could be imported without a permit 
from the monetary authorities to purchase the 
necessary foreign exchange; and this additional 
control of imports was soon used for protective 
purposes. This development seems to have occur- 
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red for two main reasons. In the first place, for 
various economic, social and strategic reasons 
many countries initiated a policy of autarchy 
during the post-1929 years. The planned develop¬ 
ment of home resources for the purpose of making 
the country as independent as possible of foreign 
supplies of foodstuffs, raw materials and essential 
manufactures required a strictly protective policy; 
and the control of imports through the regulation 
of foreign exchange permits presented a useful 
and effective addition to the armoury of protec¬ 
tive Weapons. But, secondly, a number of debtor 
countries were unable to restore equilibrium to 
their balances of payments simply by preventing 
the export of capital. For they had previously 
been actively borrowing from abroad; and some¬ 
thing had to be done to offset the mere cessation 
of the grant of new loans. Moreover, the rapid 
decline in the world prices of the raw materials 
and foodstuffs which many of them exported led 
to a disastrous fall in their receipts from exports. 
This again needed the balancing factor of some 
restriction of imports or of some new stimulation 
of exports. Internal deflation of prices, costs and 
incomes was tried in many cases, but could not 
proceed rapidly or extensively enough. The de¬ 
preciation of the gold value of their exchanges 
was avoided by many as a dangerous sign of 
financial weakness, or was insufficient in other 
cases to restore the balance. There remained only 
the method of direct restrictions of imports; and 
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exchange control was therefore used to ration 
among the importers of essential commodities the 

available receipts of foreign money. 

The far-reaching consequences of this develop¬ 
ment became clear only after the depreciation of 
the exchange values of the currencies of the mam 
creditor countries which maintained free and un¬ 
controlled dealings in foreign exchanges. The fall 
in the gold value of sterling in 1931, of the dollar 
in 1933 and of the French franc in 1936 reduced 
the gold value which could be obtained by the 
sale of the debtor countries’ exports for sterling, 
dollars and francs; and this imposed a still greater 
burden upon the countries which still maintained 
officially the old gold values of their currencies. 
By means of increased restrictions upon imports, * 
a number of the countries with exchange controls 
were still able to maintain a balance in their inter¬ 
national payments in spite of the further decline 
in the gold value of their exports. But their 
internal price and cost structures, based upon 
currencies of the old gold value, became quite 
divorced from the price and cost structures o 
countries which had reduced the gold content 0 
their currencies. And there were no forces sti at 
work to remove this international disequilibrium, 
for the complete control of their foreign exchanges 
and the strict restriction of imports to correspon 
to the sums available for their finance removed 
the necessity either for an internal deflation ol 
prices or for a depreciation in the exchange value 
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of the currencies of the countries which main¬ 
tained the old gold value of their money. 

This divorce from world markets of many 
countries with exchange control led in its turn 
to the invention of various mechanisms for the 
promotion of their foreign trade. Without special 
aid trade with the countries with free exchanges 
became exceedingly difficult. For the exception¬ 
ally low gold prices which could be obtained 
from the sale of goods in the countries which had 
seriously reduced the gold values of their curren¬ 
cies made it unprofitable for producers in many 
countries with exchange controls to export to the 
countries with free exchanges. This led to a short¬ 
age of free-exchange currencies in the countries 
with exchange control, so that their imports from 
the countries with free exchanges had also to be 
reduced to very low levels. But trade between the 
various countries with exchange controls also 
became subject to peculiar difficulties. For the 
export of commodities to a country with exchange 
control resulted in the receipt by the exporter of 
a foreign currency whose exchange into his own 
currency was hedged about with many serious 
restrictions and difficulties. In this case exports 
were discouraged for fear that the payment for 
them might never be transferred into the seller’s 
currency. 

It was to avoid this latter difficulty that 
“exchange clearing agreements” were initiated 
between various countries with exchange controls 

“9 



THE ECONOMIC BASIS OF A DURABLE PEACE 

or between a country with exchange control on 
the one hand and a country with free exchanges 
on the other. When an exchange clearing is 
started between two countries A and B, the 
importers in A pay the purchase price of their 
imports from B into a special account in A’s 
currency; and the exporters in A are then paid 
directly from this special fund. The exporters in 
A must, if necessary, wait for payment until 
sufficient goods have been imported from B into 
A. Similarly exporters in B are paid from the 
sums accumulated in a special fund in B’s cur¬ 
rency as a result of purchases of A’s goods by B. 
No pressure is exerted on either countries’ foreign 
exchanges; for there are in fact no exchange 

dealings. 

These agreements vary very much in detail 
according to their comprehensiveness. In some 
agreements payments for only a limited list of 
commodities have been effected through clearing 
accounts; in others payments for all commodity 
trade have been effected in this way; and in 
others payments for services such as tourist ex¬ 
penditure or interest payments have been made 
through the clearing accounts in addition to pay¬ 
ments for commodity trade. In some agreements 
between exchange - control and free - exchange 
countries the method of what is called a pay - 
ments agreement” as opposed to that of an 
exchange clearing has been adopted. In this case 
the country with exchange control simply agrees 
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to allot foi the purchase of goods from the 
country with free exchanges at least a certain 
propoi tion of the money obtained by it from its 
exports to the country with free exchanges. But 
however much these agreements differ in detail 
01 in form they have certain characteristics in 
common, the most important of which is to divert 
international trade into bilateral channels. With 
a strict clearing agreement the value of A’s exports 
to B must be brought into an exact balance with 
B s exports to A in order that the clearing may 
function efficiently. With a payments agreement 
the bilateral balancing of trade may be less strict, 
but at least a certain rigidity is introduced; for 
A’s exports to B are fixed in a definite relation 
to B’s exports to A. 

The development of such methods of financing 
international trade did not, however, remove the 
difficulties experienced in export markets by the 
countries which had maintained the old gold 
values of their currencies. As has already been 
seen, the official gold parities of their currencies 
were maintained by a number of countries by 
means of exchange controls in spite of the de¬ 
preciation of the exchange value of the principal 
free-exchange currencies; and this, in the absence 
of a sufficiently extensive internal deflation of 
costs, made it practically impossible for some of 
the countries with exchange controls to sell their 
goods at a profitable gold price in the countries 
which had reduced the gold values of their cur- 
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rencies. To maintain their foreign trade they 
were obliged to take various measures to sub¬ 
sidize their exports. In some cases this was done 
directly by the payment of subsidies to exporters. 
In other cases exports were encouraged by 
arranging for the depreciation of the gold value 
of the controlled currency in certain circum¬ 
stances and with certain conditions for the pur¬ 
pose of making it possible to undertake particular 
export transactions which would otherwise have 
been impossible. For example, potential pur¬ 
chasers of German goods were permitted in 
certain circumstances to purchase “blocked 
marks of various kinds—e.g. marks owned by 
foreign creditors which were not allowed to be 
freely exchanged by the creditors—at a depre¬ 
ciated gold value. By such means foreigners were 
persuaded to buy German goods, which they 
would not have bought at their existing mark 
price unless marks had been obtainable at 

specially cheap rates. 

Germany in fact presents the best illustration 
of a country which after 1929 went through the 
various stages of development which have been 
outlined in this chapter. The onset of the great 
depression was accompanied by a decline in 
demand in foreign markets, a rise in tariffs on 
German goods, a cessation of American lending 
to Germany and the recall of previously granted 
loans and credits by Germany’s creditors. This 
placed a severe and abrupt strain on Germany s 
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balance of payments; exchange control was intro¬ 
duced and was made more strict and rigid by 
successive stages. The currency was maintained 
at its old official gold value, partly as a result of 
memories of the rapid depreciation of the mark 
during the inflation of the early i92o’s. In order 
to do so, however, the system of exchange control 
had to be used to restrict imports to correspond 
to the limited funds which were available for their 
purchase. The continued maintenance of the offi¬ 
cial gold value of the mark, even after the deprecia¬ 
tion of such currencies as the pound sterling, the 
dollar and the French franc,completed the divorce 
between German prices and costs and world 
prices and costs. 

The policy of rapid rearmament and internal 
economic expansion which was adopted by the 
National Socialist Government after 1933 neces¬ 
sitated an even closer control of the foreign 
exchanges and of foreign trade relations. For this 
plan of expansion naturally tended to cause a 
great increase in the demand for imports, and in 
particular for imported raw materials. If the gold 
value of the mark was still to be maintained, an 
even stricter control of imports was necessary; and 
this control was imposed by means of import 
boards which directly restricted and rationed the 
import of various commodities and by means of 
the foreign exchange control which administered 
the grant of permits to finance the purchase of 
imports. From this point in the development the 
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controls of foreign trade were used more and 
more for the purposes of internal economic plan¬ 
ning. In particular the “four year plan 55 had been 
devised to make Germany as self-sufficient as 
possible in vital raw materials by the production 
of substitute materials and by the exploitation of 
low-grade internal resources. The control of im¬ 
ports was used more and more for the express 
purpose of giving protection to such home indus¬ 
tries. Moreover the rationing of the available 
imports of essential raw materials enabled the 
authorities to encourage those internal industries 
which were vital for the rearmament programme 
at the cost of withholding supplies from inessential 

civilian uses. 

The divorce of internal German prices and 
costs from world prices made it extremely difficult 
for German producers to export without special 
aid. Exports had, however, to be maintained in 
order to finance the purchases of essential mate¬ 
rials and foodstuffs from abroad. The measures 
taken have varied as between German trade with 
the free-exchange countries and German trade 
with other exchange-control countries, as is shown 
by the following passages taken from the League 
of Nations’ World Economic Survey , I 938 - 39 * 1 

In the case of her trade with countries with free- 
exchange systems, Germany has undertaken a number 
of measures to subsidize at various rates those exports 

1 (Series of League of Nations Publications. II. Economic 
and Financial, 1939. II. A. 18), pages 199-206. 
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which could not otherwise be effected. This is done 

either by varying degrees of direct subsidization or by 

depreciating to a varying extent the cost of the mark 

in terms of foreign currencies for certain export 
transactions. 

The turnover of industrial undertakings is subjected 
to a levy, the height of which is not published, in order 
to raise funds for the direct subsidization of exports. 
The price of German bonds are considerably higher 
inside Germany than in foreign markets, where the 
receipt of interest from them is restricted by the German 
foreign-exchange control; and the resulting profit ob¬ 
tainable from the repatriation of Germany’s external 
debt has been used to subsidize exports. Various 
“blocked marks,” representing, for example, sums due 
to external debtors, may, on certain conditions, be 
exchanged into foreign currencies at a value consider¬ 
ably below the official value of the mark; and the profit 
which accrues to the monetary authorities from the 
purchase of foreign exchange with marks at their full 
official value and its sale for “blocked” marks of various 
degrees of depreciation is also used for the subsidization 
of particular exports. 


The methods which Germany adopted in the case 
of trade with other countries with exchange con¬ 
trols are typified by her commercial relations with 
the countries of South-Eastern Europe and of 
Latin America: 


The various methods which Germany has used to 
extend her trade with these countries have been based 
upon the existence of exchange control. With the 
countries of South-Eastern Europe, Germany has clear¬ 
ing agreements; and she was thus able to purchase 
freely the primary products of these countries without 
placing any strain on her foreign-exchange position. 
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For, in the event of an excess of German purchases, the 
exporters of South-Eastern Europe accumulated frozen 
balances of marks due to them in the clearing; and 
they could not obtain payment in their own currency 
until greater sums of their currency were paid into the 
clearing in the purchase of increased imports of German 
goods. . . . 

In the early years of these clearing agreements, there 
was a large accumulation of frozen debts owed by 
Germany; but there is evidence that these balances 
have subsequently been reduced . 1 In order to reduce 
these debts, however, the countries of South-Eastern 
Europe have been obliged to increase their purchases 
of German products, often at the expense of similar or 
competing products of other countries. 

Much the same method has been adopted by Ger¬ 
many for the expansion of trade in Latin America. The 
German importer pays the Latin-American exporter 
with “Aski” marks, which can be used only for the 
finance of German exports to the country from which 
Germany has imported. These “Aski” marks are sold 
by the Latin-American exporter at a value which is 
sufficiently depreciated to give the importer an induce¬ 
ment to purchase German goods. By this system also 
Germany could import freely from these countnes, and 
an excess of imports would lead only to an accumula¬ 
tion of “Aski” marks which could be reduced only by 
increased purchases of German goods by the country 

in question. . . 

A number of countries have, however, restricted their 

exports to Germany from time to time as an alternative 
method of preventing the accumulation of frozen 
balances of marks. 

In the two previous chapters of this book the 

1 Cf. The Economist , December 3, 1938, page 485. 
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regulation of foreign trade and of international 
capital movements was discussed at some length 
in the cases of the “liberal” economies and also 
of the completely socialist economies in which, as 
in the U.S.S.R., foreign trade becomes a strict 
government monopoly. For both cases an attempt 
was made to outline the principles upon which 
international trade and international capital 
movements should be ordered. The trading sys¬ 
tem of the German type, however, conforms to 
neither of these two patterns. On the one hand, 
foreign trade has not been turned purely and 
simply into a government monopoly; but, in view 
of the system of subsidies, blocked marks of dif¬ 
ferent rates of depreciation, import controls, 
clearing agreements and exchange control, the 
basis of the system cannot be said to remain 
liberal.” To what extent would such devices as 
clearing agreements and exchange controls be 
permissible instruments of regulation for the Mem¬ 
ber States of the International Organization? To 
what extent do the conclusions of Chapters V and 
VI require modification in the light of these 
trading methods? 

From the point of view of the International 
Organization the adoption of such methods in¬ 
volves certain clear and definite disadvantages. 

In Chapter V it was argued that goods should be 
sold at prices equal to their costs of production, 
and that each country should purchase its require¬ 
ments where they can be obtained most cheaply 
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and should sell its products in the markets where 
consumers are offering the highest prices; for in 
this way the various countries will concentrate on 
the production of the goods which they are best 
fitted to make and consumers’ requirements will 
be satisfied as efficiently as possible. The type of 
foreign trade control which has been examined 
in this chapter obviously offends against this “free 
trade” principle. 

But in addition there are certain special dis¬ 
advantages which arise from the adoption of 
measures of this kind. The system of clearing 
agreements leads, as has been seen, to a strict 
balancing of trade between the two countries 
concerned; and this diversion of international 
trade from natural multilateral channels into 
strictly bilateral channels may cause a consider¬ 
able and unnecessary reduction in standards of 
living. An example will show the importance of 
this consideration. Country A may desire the 
products of country B; country B may desire 
those of country C; and country C those of 
country A. In a natural system of international 
trade, in which the relative prices and costs of 
the different goods in the different countries 
determine the course of trade, A will import 
from B, who will import from C, who will import 
from A. The total exports of each of the three 
countries may thus be brought into a balance 
with its total imports—A’s imports from B, for 
example, being balanced by her exports to C 
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even though there is no bilateral balance of trade 
between any single pair of countries. If a system 
of trading is then introduced which demands the 
bilateral balancing of trade between each pair of 
countries, the mutual advantages of the trade will 
be greatly diminished. 

The disadvantages of any system of strict 
bilateralism extend also to transactions other than 
those for commodity imports and exports. For 
example, in the years before 1929 interest on 
investments in the Dominions and the Colonial 
Empire was transferred to the United Kingdom 
in part indirectly through multilateral channels. 
The Dominions and Colonies sold their raw mate¬ 
rials and foodstuffs to many countries of Europe, 
such as Germany; and the United Kingdom 
purchased special manufactured articles from 
these European countries. The excess of exports 
of the Dominions and Colonies to Germany, and 
Germany’s excess of exports to the United King¬ 
dom enabled the Dominions and Colonies to 
extend their export markets and to pay their 
debts with a minimum of difficulty; it helped 
Germany to obtain necessary raw materials in 
exchange for her exports to the United Kingdom; 
and it made it possible for the United Kingdom 
to receive the interest on its overseas investments 
in the form of the goods which it most desired. 
The adoption of bilateral clearing agreements by 
Germany and other countries of Europe, together 
with the extension of imperial preferences through- 
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out the British Commonwealth in the Ottawa 
agreements of 1932, drove these transactions into 
bilateral channels; and the United Kingdom in 
more recent years has received payment of interest 
more directly by means of a greater excess of 
imports from the rest of the British Common¬ 
wealth. With this change the substantial gains 
which resulted from the multilateral method of 
payment have been lost to the disadvantage of 
all the parties concerned. 

Proposals have been made from time to time 
for extending the system of bilateral clearing 
agreements into a system of multilateral exchange 
clearing. With such a system each of the countries 
concerned would compel its importers to pay into 
a clearing account all the sums payable in respect 
of its imports from any of the other countries 
adhering to the system; and the national currency 
of each country which was accumulated in this 
way in the clearing account would be used to pay 
to its exporters for the sale of goods to any of the 
other countries making use of the common clear¬ 
ing. With such a system there would still be no 
actual exchange of one national currency into 
another; but at the same time multilateral 
transactions would be possible. Each country s 
imports from any particular country need no 
longer balance precisely with its exports to that 
country. 

In order that full advantage should be taken of 
the possibilities of multilateral transactions, it is 
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clear that such a system of a multilateral exchange 
clearing would need to be universal. That is to 
say (a) it should include as many countries as 
possible and (b) international transactions of 
every kind—e.g. for interest payments, for finan¬ 
cial, shipping and tourist services, and for capital 
movements—should be payable through the multi¬ 
lateral clearing. Only such transactions as specula¬ 
tive transfers of short-term capital, which it was 
desired to prevent entirely, should be excluded. 
The Member States of the International Organiza¬ 
tion might set up a multilateral exchange clearing 
of this kind. If this were done, some mechanism 
would have to be devised for ensuring that the 
total payments of each Member State into the 
clearing was equal to its total receipts from the 
clearing; for unless this were so, Member States 
whose receipts from other Member States were 
greater than their payments to those other States 
would accumulate credits in the clearing which 
could not be transferred into their own currency. 
In other words, such a system still requires some 
mechanism for adjusting the balance of payments 
between the countries concerned. 

It would be possible to preserve this balance 
by a direct restriction of imports in the case of 
any Member State which was accumulating debts 
to other Member States in the clearing; but if— 
in the interests of the principle of free trade— 
this method of readjustment is excluded, it would 
become necessary to alter the rates of exchange 
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between the various national currencies for this 
purpose. Thus, for example, a Member State 
which was accumulating a debit balance in the 
clearing which could not be transferred to its 
creditors should be obliged to lower the price at 
which its currency was reckoned in terms of the 
currencies of the other Member States. This would 
have the effect of lowering the price of its exports 
in the other currencies, and of raising the price 
of its imports in its own currency; and the conse¬ 
quent stimulation of its exports and reduction of 
its imports would enable it to reduce its debit 
balance in the clearing account. 

A system of this kind would offend against none 
of the free trade principles, and at the same time 
would provide an efficient and flexible instrument 
for keeping the balance of payments of the various 
Member States in equilibrium; but it has no 
particular advantages over the system outlined in 
Chapter IV. Indeed, a multilateral and universal 
clearing, in which the exchange rates between the 
various currencies arc adjusted to offset accumula¬ 
tions of untransferred debits or credits in the 
clearing, is for practical purposes identical with 
a system in which the various Member States buy 
and sell freely in world markets and adjust the 
exchange values of their currencies to offset an 
export or an import of monetary reserves. On 
general principles there is nothing to choose 
between two systems which are so similar. 

Bilateral clearing agreements, we have seen, 
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are open to the special objection that they elimi¬ 
nate the advantages which can often be obtained 
from a system of multilateral trade. Special 
objections can also be raised against various other 
features of the type of trading system which was 
described in earlier sections of this chapter. The 
direct subsidization of exports and the use of 
“blocked 55 currencies of varying degrees of de¬ 
preciation, as methods of stimulating exports, are 
open to grave misuse. The country which adopts 
these methods is tempted to pay a heavy subsidy 
on the export of certain goods to a particular 
market where competition is keen, but to pay no 
subsidy and so to exact a high price for the same 
goods in markets which for one reason or another 
are more secure. Alternatively, potential pur¬ 
chasers may be permitted to obtain “blocked 55 
balances of the exporting country’s currency at 
a cheap and much depreciated rate, if this is 
necessary in order to tempt them to make their 
purchases; and at the same time purchasers of 
the same goods in other markets may be obliged 
to obtain the exporting country’s currency at the 
official and more expensive rate, if there is little 
danger that this will prevent the purchase from 
being made. 

This system of paying varying rates of subsidy 
for different goods and in different markets has 
two special disadvantages from the international 
point of view. In the first place, it prevents the 
best use being made of the productive resources 
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of the country which employs these devices. If, 
for example, the country pays a heavy subsidy on 
product A and no subsidy on product B, this will 
encourage foreign consumers to purchase much 
of A and little of B. They will continue to buy 
A until the satisfaction which they obtain from 
the last units of it is small, but they will stop 
purchasing B when the satisfaction obtainable 
from additional units of it is still relatively high. 
If both commodities were put on the market at 
prices which corresponded to their costs, con¬ 
sumers would purchase less A and more B; and 
they would thus get a greater total satisfaction 
from the output of the same productive resources 
of the exporting country. Another type of waste 
may arise if the exporting country sells the same 
commodity at a low price to country X and at a 
high price to country Y. Consumers in X may be 
tempted by the low price to purchase it in such 
quantities that the last units of it give them 
relatively little satisfaction; and consumers in Y 
may be compelled by the high price to halt their 
purchases at a point at which much satisfaction 
could still be gained from additional purchases. 
If the selling price was the same in both markets, 
more would be purchased in \ and less in X, so 
that the consumers as a whole would obtain a 
greater total satisfaction from the same volume of 
production. In fact, for reasons of this kind, the 
most satisfactory use of productive resources wil 
be made only if all products are made available 
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to all consumers on equal terms at prices which 
correspond to the costs of production of the various 
goods. The type of trading system which we have 
been examining in this chapter clearly offends 
against this rule. 


But there is a second special reason for dis¬ 
allowing such measures. Discrimination in the 
selling prices charged for its exports may enable 
an important exporting country to gain an advan¬ 
tage at the expense of the exploitation of its 
weaker and smaller customers. High prices can 
be charged to the smaller and weaker countries, 
which for one reason or another have the smallest 
power of retaliation. This state of affairs is not 
only undesirable in itself; but from the point of 
view of determining the most stable economic 
foundations for international peace this type of 
action is open to special objections. The sense of 
injustice which is bred from such inequalities of 
economic treatment and the concentration of the 
a ggrieved victims upon measures of retaliation 
create an atmosphere which is particularly un¬ 
favourable for the development of a durable peace 
system. 

Indeed, the main objection to the whole type 
of commercial policy outlined in this chapter is 
that it may cause international trade to degene¬ 
rate into a chaotic and unregulated form of 
warfare instead of being a purely economic acti¬ 
vity carried out on straightforward and simple 
rules to the mutual benefit of all the countries 
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concerned. If the methods outlined in this chap¬ 
ter are adopted by an important country, that 
country may thereby be able to exercise an 
economic domination over other smaller countries. 
It may, for example, attempt to gain a partial 
monopoly in certain channels of foreign trade by 
purchasing heavily from a small country with 
which it has a clearing agreement; for the small 
country will then be obliged to divert its purchases 
from other countries in order to clear off the 
untransferred credits which are owed to it in the 
clearing. But such economic domination, once it 
has been achieved, may be used for the exertion 
of political and diplomatic pressure; for a threat 
on the part of the important trading country 
abruptly to curtail its trade with the weaker 
country might be disastrous to that country, even 
though it would effect only a relatively small part 

of the stronger country’s trade. 

As far as the economic relations between the 
important trading countries themselves are con¬ 
cerned, the adoption of the type of system out¬ 
lined in this chapter leads to equally objectionable 
results. By imperceptible stages each government 
may be led on in a series of retaliatory acts 
to a state of open economic warfare. Preferential 
duties, discriminating rates of export subsidy and 
rigorously bilateral commercial agreements will 
be used to monopolize particular markets; and 
the threat to boycott particular markets for 
exports or imports will be used to intimidate the 
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weaker or to defy the stronger trading rivals. It 
is for these reasons in particular that the system 
outlined in Chapters IV and V above is to be 
recommended. If each country buys and sells its 
goods at uniform prices which correspond to their 
costs of production, and if the balance of inter¬ 
national payments of each country is adjusted by 
a regulation of the exchange value of its currency 
at a uniform rate for all transactions and for all 
other countries, international trade can be con¬ 
ducted in a way that brings a mutual advantage 
without any possibility of serious discrimination. 
Moreover, such a system would provide a set of 
fairly simple rules capable of being interpreted 
and administered impartially. On such a basis an 
economic peace could be constructed. 

For these reasons, the type of trading system 
examined in this chapter should be forbidden by 
the International Authority. But the abolition of 
exchange controls and of clearing agreements as 
instruments for the regulation of international 
trade would probably need to be undertaken 
gradually. Just as in Chapter V it was suggested 
that the sudden abolition of all tariff barriers 
might lead to very serious problems of “special’ 5 
unemployment, for the same reasons too abrupt 
an elimination of exchange controls and of bi¬ 
lateral clearing agreements would be dangerous. 
The International Authority must therefore regu¬ 
late the speed at which these devices should be 
abandoned. It would be possible, for example, in 
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the case of exchange control to rule that gradually 
increasing proportions of all transactions should 
be freed from control. For example, exporters 
might be allowed to sell a certain proportion of 
the money proceeds of their exports to potential 
importers in a free exchange market, and they 
would be obliged to sell only the remaining 
proportion at the fixed official rate to the national 
monetary authority. By raising the free proportion 
of foreign exchange the control could be gradually 
eliminated. In the case of clearing agreements a 
similar method could be adopted. Exporters might 
be free to use a certain proportion of the proceeds 
of their exports as they liked, and might be 
obliged to pay only the remaining proportion 
into the clearing. Again, by successive increases 
in the free proportion of foreign exchange the 
clearing could be gradually abandoned. 

The abandonment of exchange controls and 
bilateral clearing agreements as devices for the 
regulation of international trade does not mean 
that Member States would not be free, if they so 
wished, to control their trading relations with 
other states in various ways in order to facilitate 
any type of internal economic planning which 
they had adopted. The various controls which 
they would be permitted to exercise have been 
mentioned in different sections of the preceding 
chapters; but it may be useful to recapitulate 
them here. 

(i) Any Member State would be permitted to 
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set up a complete system of foreign exchange 
control, under which all foreign exchange transac¬ 
tions were monopolized by the national monetary 
authority, provided that it was used only to 
prevent speculative movements of short-term capi¬ 
tal. That is to say, the national monetary authority 
would have to buy and sell foreign exchange in 
unrestricted quantities at the official rate for all 
transactions other than short-term capital move¬ 
ments, and the official rate of exchange would be 
subject to revision to maintain equilibrium in the 
country’s balance of payments. 

(2) Any Member State would be permitted to 
set up a national import or export board to 
control the imports or exports of any particular 
commodity; and any Member State would be 
permitted to monopolize the whole of its foreign 
trade in a single national foreign trade board. 
These import and export boards or foreign trade 
boards would, moreover, be permitted to plan 
ahead the foreign trade of the country in the 
sense of fixing by long-term contracts the quantity 
of goods to be imported from or exported to any 
particular markets. These foreign trade plans 
would, however, be subjected to periodic revision 
under the supervision of the International Autho¬ 
rity, on the principles that imports and exports 
should be purchased and sold at uniform prices 
in the different foreign markets and should be 
adjusted in total quantity so as to equate home 
prices and costs with foreign prices and costs. 
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(3) Any Member State would be permitted to 
use the instrument of direct subsidization to dif¬ 
ferent home industries in order to encourage any 
occupations which it was desired to expand for 
social or other non-economic reasons. 

With such a system a reasonable compromise 
might be achieved between a uniform inter¬ 
national economic system and the desire of dif¬ 
ferent Member States to adopt different national 
economic policies; but nothing less radical than 
international regulation of the kind suggested 
would probably suffice to ensure that inter¬ 
national trade could not degenerate into a form 
of economic warfare. 



Chapter VIII 

INTERNATIONAL POPULATION 

MOVEMENTS 

There are certain regions of the world which are 
rich in raw materials and in land but which are 
still comparatively undeveloped. In a number of 
these areas, such as Australia, New Zealand and 
certain of the republics of South America, the full 
development of the existing resources requires not 
only a greater capital equipment, but also a larger 
working population. The United States of America 
is in a different position. For it is not only rich in 
natural resources and fertile land, but is also 
abundantly supplied with capital equipment; 
there is, however, a relative scarcity of population 
in the sense that there is considerably less labour 
per unit of capital and natural resources than in 
other fully developed countries such as the United 
Kingdom, France or Germany. 

In contrast to these countries in which popula¬ 
tion is comparatively scarce, there are a number 
of others in which there is a comparative scarcity 
of raw materials or of capital in relation to an 
abundant population. Many of the countries of 
Asia, such as Japan, India and China, are in this 
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position; and in some of these countries, as in 
India, there is, in the view of a number of authori¬ 
ties, a real pressure of population upon the avail¬ 
able means of subsistence. In other regions of the 
world such as in Eastern and Southern Europe 
there are countries with an abundance of popula¬ 
tion in relation to the available capital and 
natural resources; and Poland, Italy and some of 
the Balkan countries may be placed within this 
group. Among these there are some, such as Italy, 
where there are no rich natural resources. In such 
cases progress must depend either upon further 
industrialization, based on capital development 
and the import of raw materials and the export 
of finished products, or else upon a reduction of 
population. In other cases, such as some of the 
Balkan countries, there are probably rich natural 
resources to be exploited and many improvements 
to be introduced into agriculture and industrial 
technique. In these cases population can be said 
to be excessive only in relation to the existing 
capital equipment, to the existing degree of 
exploitation of natural resources and to the 
existing level of technical knowledge and training. 

It is clear that there is great diversity in the 
conditions of population in the various countries. 
Nevertheless it is possible to divide countries into 
two broad categories—those in which there is a 
relative scarcity of population and those in which 
population is abundant or even excessive in rela¬ 
tion to the other available sources of production. 
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The productivity of labour is likely to be high 
in the first type of country, where each worker 
wiU be working with an abundant amount of 
capital equipment and natural resources; and for 
this reason the real wage-rate offered for labour 
is likely to be comparatively high. On the other 
hand, in the countries with a relative scarcity of 
natuial resources and of capital equipment the 
productivity of labour is likely to be low; and 
the competition of the abundant labour supply 
in the search for work is likely to reduce real 
wage-rates to a comparatively low level. In so 
far as labour is able and willing to move from 
one country to another there is likely to be a 
migration of population from the relatively over- 
populated to the relatively underpopulated terri¬ 
tories in search of higher wages. 

From the international point of view such 
migration brings with it two important economic 
advantages, comparable to the advantages which, 
as was seen above in Chapter VI, should accrue 
from a free international movement of capital. 
In the first place, the movement of labour from 
a territory where its productivity is low to a 
territory where its productivity is high will in¬ 
crease total world production. For this reason, 
migration of population from relatively over- 
populated to relatively underpopulated countries 
is one factor which should help to raise the general 
level of economic well-being. The second eco. 
nomic advantage to be gained from such move. 
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ments is that they help to diminish the great 
inequalities which at present exist between the 
standards of living in different countries. The 
emigration of labour from a poor and relatively 
overpopulated country, by easing the labour 
market there, will tend to raise the wages and 
the standard of living of its workers towards the 
levels achieved in the countries of immigration. 
In fact, there are only four fundamental ways of 
raising the standard of living in the poor and 
overpopulated countries: by greater freedom of 
international trade which will extend the markets 
of such countries; by the investment of foreign 
capital in them; by an increase in their technical 
skill and training; and by a diminution in the 
pressure of their populations upon the available 
resources. The first three of these methods have 
been discussed in previous chapters; it is the 
main purpose of this chapter to inquire to what 
extent emigration of their population can and 
should be used as a method of raising their 

standard of living. 

11 is necessary to realize that there may be a real 
conflict of interest between the countries of emi¬ 
gration and the countries of immigration. Emigra 
lion from a densely populated territory will raise 
the standard ofliving in that territory by relieving 
the pressure of population. Immigration into a 
country with a high standard ofliving may reduce 
the standard of living in that country by in¬ 
creasing the working population in relation to 
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the available resources of land and capital, and 
thereby reducing the productivity of labour in 
the country in question. 

This result is not, however, certain. If the 
country of immigration is seriously underpopu¬ 
lated, it is possible that a growth of population 
will actually raise productivity and the standard 
of living. For if the working population is too 
small, production on a large scale will be impos¬ 
sible and all the modern technical advantages 
which can be obtained from the utilization of 
methods of mass production will be lost. In such 
cases a growth of population might lead to a rise 
in output per head by giving scope to the econo¬ 
mies of mass production, even if the available 
resources of capital equipment and of land re¬ 
mained unchanged so that each worker was 
somewhat less well equipped. For this reason 
migration from a seriously overpopulated to a 
seriously underpopulated country will, in the 
long run, raise the standard of living in both 

countries. 

But even in such cases the standard of living 
may be reduced temporarily in the country of 
immigration in those trades and occupations in 
which the immigrant workers find it most easy to 
gain their first footing. For the consequent over¬ 
crowding in these occupations will lead to reduced 
wages in them. In the cases in which there is no 
serious underpopulation in the country of immi¬ 
gration there will be no need for a growth of 
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population to enable the country to reap the 
benefits of large-scale production; and in these 
cases the immigration of foreign labour may 
permanently keep the standard of living some¬ 
what below the level which it might otherwise 
have reached. Although it is true in all cases that 
the migration of labour from a country of low 
labour productivity to one of high labour produc¬ 
tivity will increase total world production, yet 
the fact that workers in the country of immigra¬ 
tion may stand to lose from the movement gives 
rise to considerable pressure for the prevention of 
immigration into the richer countries. Because of 
the conflict of national interests between countries 
of emigration and of immigration, international 
migration is particularly in need of regulation by 
an impartial International Authority. But if 
the International Authority is given power of 
decision in this question, on what principles 
should it act? 

To answer this question it will be useful to 
examine shortly the existing population trends in 
different areas of the world; for at the present 
time there is a certain disharmony in these 
population movements. Generally speaking, it 
is in those countries in which population is 
already relatively most abundant that the most 
rapid growth of population seems likely to occur 
in the future. The figures in the first column of 
the following table give some indication of this 
fact: 


INTERNATIONAL POPULATION MOVEMENTS 


Expectation of Life at Birth 


Japan 

Net Reproduction Rate 

1 '57 (1930) 

(Number of Tears: 
Females only) 

47 ( ! 926-3°) 

India 

- - 

27 (1930 

Bulgaria .. 

fi 9 ( 1933 - 36 ) 

47 (1925-28) 

Italy 

>■13 (> 935 - 37 ) 

56 (1930-32) 

Poland 

1-ii (i 934 ) 

5 1 (> 93 >- 3 2 ) 

New Zealand 

I-02 (1938) 

68 (1931) 

U.S.A. (whites only) 

o -95 (1936) 

64 (> 936 ) 

Germany 

0'93 (1936) 

63 ( 1932 - 34 ) 

France 

0-87 (1937) 

59 (1928-33) 

England and Wales 

0-78 (i 937 ) 

64 ( 1937 ) 

Sweden 

0-76 (1936) 

65 ( 1 93 1 — 35 ) 


(Figures taken from the Statistical Year-Book of the 
League of Nations , 1938-39. London: George Allen & 
Unwin, Ltd.) 


Population growth—apart from international 
migration—depends upon the balance between 
births and deaths; and in order to compare the 
forces of fertility and mortality it might seem 
most natural to compare the crude birth-rates 
and death-rates in the different countries. But 
these rates are often misleading. Suppose, for 
example, that at any particular time a given 
population temporarily contains an abnormally 
high percentage of persons of reproductive age 
and an abnormally low percentage of the very 
young and the very old. This population will 
show an abnormally low death-rate—since mor¬ 
tality is heaviest among the very young and the 
very old—and an abnormally high birth-rate as 
a result of the abnormally high proportion of 
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persons in the reproductive ages. For these reasons 
the net reproduction rate has been used in the 
above table to illustrate the balance between the 
forces of fertility and mortality in the different 
countries. This rate measures the extent to which 
a given population is reproducing itself at the 
current mortality and fertility rates, and is not 
affected by the actual age-distribution of the 
population. 1 Thus the net reproduction rate of 
1-57 for Japan in 1930 shows that if mortality 
and fertility rates at different ages were stabi¬ 
lized at the 1930 level, the population of Japan 
would eventually increase by 57 per cent in each 
generation; and, at the other end of the scale, 
the net reproduction rate of 0-76 for Sweden in 
1936 shows that if mortality and fertility remained 
constant at the 1936 level, the Swedish population 
would eventually reproduce only 76 per cent of 

itself in each generation. 

One striking feature stands out clearly from 
this table. It is precisely in those countries of Asia 
and of Eastern and Southern Europe—such as 
Japan, Bulgaria, Italy and Poland—in which 
conditions already to-day approximate most nearly 
to those of relative overpopulation, that the net 
reproduction rate is highest. In fact, it is precisely 

1 It is calculated by reckoning the number of female infants 
which will be left behind by 1,000 existing female infants, as these 
latter grow up and produce babies at the current rates of fertility 
and die off at the current rates of mortality. If 1,000 female babies 
will leave 1,500 potential mothers behind them, the net Repro¬ 
duction Rate is said to be 1 *50. 
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in these countries that the forces of fertility in 
recent years have been stronger than those of 
mortality, so that the underlying tendency is for 
a continued increase in population; and in Japan, 
as can be seen from the table, this rate of increase 
is likely to continue to be high. 

In certain relatively underpopulated areas, 
among which may be numbered New Zealand, 

. Australia, and perhaps the United States of 
America, 1 the underlying forces of mortality and 
fertility have been fairly evenly balanced in recent 
years, although, as the table shows, there is some 
indication that the forces of fertility have already 
become weaker than those of mortality. In other 
countries of Western Europe which fall between 
these two categories of underpopulated and over- 
populated countries—such as Germany, France, 
England and Wales, and Sweden—fertility has 
already fallen considerably below mortality; and, 
indeed, in England and Wales and in Sweden at 
current fertility and mortality the population 
would eventually decline by 20 to 25 per cent in 
each generation. 

This situation has been brought about in the 
countries of Western European civilization by the 
very considerable decline in fertility which has 
recently occurred. Mortality has also fallen as a 

1 Unfortunately there is not sufficient evidence to determine the 
position in the republics of South America, some of which with 
suitable exploitation might also provide room for a considerably 

greater population. 


*49 



THE ECONOMIC BASIS OF A DURABLE PEACE 

result of improvements in hygiene, nutrition and 
public health; but fertility has fallen even more 
rapidly. The following figures for certain Anglo- 

Jsfet Reproduction Rates 

Australia .. .. 1-32(1920-22) 0-99(1937) 

New Zealand .. 1-29 (1921-22) 1 -02 (1938) 
U.S.A. (white 

population) 1*08(1930) 0-95(1936) 

Saxon countries show how quickly the net repro¬ 
duction rate has declined in recent years as a 
result of this rapid fall in fertility. If this tendency 
should continue, the threat of a population decline 
in some of the most important territories of 
potential immigration will become even more 
real. 

It is possible that this existing disharmony in 
the rate of growth of population in the relatively 
overpopulated and the relatively underpopulated 
countries will, in part at least, be resolved in the 
future by a fall in fertility in the countries in 
which population growth is now comparatively 
high. The social environment and outlook which 
has accompanied the rise of standards of living 
in the countries of Western European civilization 
and which has led to the rapid decline of fertility 
in these areas may well spread to other areas. 
In the long run it is possible that this develop* , 
ment may provide the fundamental solution of the 
problem. But there is reason to believe that it 
cannot rapidly become effective. For so radical a 
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change in social habit will necessarily take a 
considerable time to develop. 

Moreover, it is precisely in the countries in 
which fertility is highest that there is the greatest 
scope for a reduction in mortality. As the second 
column of the table on page 147 shows, the ex¬ 
pectation of life of a female infant in India is 
only some thirty years and in Japan and Bulgaria 
only some fifty years. In these cases there are 
great possibilities of reducing mortality by means 
of improved nutrition, improved hygiene and 
improved medical treatment in general. 

Any reduction in fertility, therefore, which may 
occur in the future in these countries is likely to 
be accompanied for some time by an equivalent 
reduction in mortality. On the other hand, in 
the countries of Western European civilization, 
as the table on page 147 shows, the expectation of 
life at birth has already been raised to between 
sixty and seventy years. It is true that some further 
reductions in mortality may still be expected in 
these countries, particularly as a result of im¬ 
proved nutritional and health services among the 
poorer sections of the community. But the possi¬ 
bilities are much more limited in these countries; 
and reduced mortality can make only a small 
contribution towards the prevention of the 
threatened decline in numbers. 1 

1 In England and Wales, for example, it has been calculated 
that at the rates of fertility ruling in 1937 the population would 
reproduce only 88 per cent of itself in each generation even if no 
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India may perhaps be taken as an exceptionally 
clear case of a country in which the population 
problem is of great importance. The population 
is still increasing at a fairly rapid rate, having 
risen from 315 millions in 1911 to 353 millions in 
1931. There is at the same time already con¬ 
siderable overpopulation; and some authorities 
can see evidence of an actual pressure of popula¬ 
tion upon the available means of physical subsis¬ 
tence. 1 A high birth-rate is matched by a high 
death-rate. There is a high density of population; 
and agricultural holdings are often uneconomic- 
ally small. The standard of living is so low that 
little reserves exist, and crop failures bring death 
from famine and disease. The expectation of life, 
as has been seen, is peculiarly low; and the actual 
increase in population which is taking place is 
probably made possible only through the exten¬ 
sion of the physical means of subsistence by 
irrigation works and similar public development. 
Increased economic opportunities, in fact, seem 
to be used up through an increase in the popula¬ 
tion at its existing low standards rather than 
through a rise in the standard of living for the 

existing population. 

potential mothers were to die between birth and the end of their 
reproductive period. Corresponding figures for other countries m 
recent years are as follows: New Zealand (.938) P« cent 
Australia (.937) >°8 P" cent, United States of America (white 
population only: i 9 35 ) cent, Germany (1936) t°b per 

cent, France (1936) 101 per cent, and Sweden (1936) 84 per cen . 

1 Cf. Carr-Saunders, World Population, pages 271-75. 
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In such conditions improved medical services, 
by reducing mortality from disease and so in¬ 
creasing the existing pressure of population, might 
lead merely to an increased mortality from famine 
and malnutrition. Even large-scale emigration, 
if it were possible, would cause no permanent 
cure so long as the consequent reduction of 
population pressure led merely to a more rapid 
growth of population to fill the empty places. In 
such cases decreased fertility alone provides a 
basic cure. But it must be realized that it is 
precisely in conditions such as those of India that 
decreased fertility and higher standards of living 
will for a long time be accompanied by decreased 
mortality. Moreover, it so happens that in India 
there are certain ancient social customs which 
themselves diminish the fertility of women; child 
marriage leads to premature death or loss of 
fecundity, and the prohibition on the remarriage 
of widows restricts births. A reorientation of social 
environment would probably lead to the revision 
of such customs and this in itself would be an¬ 
other factor tending to increase the pressure of 
population in the absence of fresh checks upon 

fertility. 1 

The above paragraphs should serve to make 
clear the lack of balance which exists in the 
divergent trends of population in certain regions 
of the world. Some of the important countries in 
which there is relative overpopulation are still 

1 Cf. Carr-Saundcrs, op. cit., pages 276-77. 
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threatened with a considerable increase in num¬ 
bers ; in some of the important countries in which 
there is relative underpopulation the population 
will soon cease to grow and will probably decline. 
One obvious solution for this lack of balance is 
suggested by the migration of people from the 
former to the latter regions. In fact, during the 
nineteenth century emigration, first from Western 
Europe and later from Southern and Eastern 
Europe, to North America and, to a lesser extent, 
to South America and to the British Dominions, 
played an important role in relieving population 
pressures. But directly after the war of 1914-18 
serious obstacles to such migration were imposed 
in the countries of immigration; and with the 
development of the great depression after 1929 
these obstacles were substantially increased as a 
result of the growth of unemployment among the 
existing working populations in the countries of 
potential immigration. 

As the following passage shows, these obstacles 
have in fact been most severe precisely in those 
cases in which migration might have served most 
to relieve existing population pressures: * 

The serious reduction in the volume of migration 
since the beginning of the century is due to the severe 
restrictions which many countries have imposed upon 
immigration. During the last years of the nineteenth 
and the first years of the twentieth century, the United 
States of America and the British Dominions, which 
with the countries of South America provided t e 
greatest opportunities for immigration, closed their 
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doors to Chinese and Japanese immigrants, and indeed 
practically to all Asiatic immigrants. 

Restriction of immigration has been applied by the 
United States and the British Dominions to European 
immigrants as well. The Quota Acts of the United 
States, passed in 1921 and 1924, greatly restricted 
immigration. While immigration from countries to 
which the quota is applied had averaged over 800,000 
per annum in the years 1900-1914, total annual 
immigration from these countries was fixed at a maxi¬ 
mum of 357,803 as a result of the Act of 1921 and 
I 53?774 as a result of the Act of 1924. But these Acts 
discriminated severely in favour of migrants from the 
United Kingdom and from Northern and Western 
Europe as opposed to those coming from Eastern and 
Southern Europe. For example, the Italian quota was 
fixed at 3,845 and the Polish quota at 6,524, which 
figures may be compared with an annual average 
immigration of some 200,000 Italians into the United 
States during the years 1900-14 and with an immigra¬ 
tion of some 95,000 Poles into the United States in 1921. 
Immigration into Canada, Australia, New Zealand and 
the Union of South Africa is also strictly controlled; 
and these controls have been used to discriminate, first, 
in favour of British immigrants and, secondly, in many 
cases in favour of immigrants from the north and west 
as opposed to the east and south of Europe. The 
countries of Central and Southern America have re¬ 
stricted immigration by the strict control of visas; and 
a serious limitation on European immigration is im¬ 
posed by a clause of the Federal Constitution of Brazil, 
which limits immigration for each nationality to 2 per 
cent of the number of immigrants of that nationality 
who have settled in Brazil during the last fifty years. 

In short, practically all important countries of immi¬ 
gration except some countries of South America exclude 
Asiatics; and many important countries of immigration 
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discriminate severely in favour of migrants from Wes¬ 
tern and Northern Europe as opposed to migrants from 
Eastern and Southern Europe. But it is precisely in 
Northern and Western Europe that a population decline 
is imminent; and it is in Southern and Eastern Europe 
and in certain countries of Asia that there is most 
evidence of over-population and the likelihood of a 
continuation of rapid population growth. 1 

There are inevitably a number of serious 
obstacles to international migration. Language 
difficulties and the ties of sentiment, custom and 
culture restrain men and women from leaving 
their home countries. Ignorance of conditions and 
opportunities abroad and the cost of transport 
impede such movement, even if men are other¬ 
wise ready to move. Finally, as we have seen, 
severe artificial obstacles have been erected by 
the governments of the countries of immigration. 
In view of these facts what policy should the 
International Authority adopt in its control of 
international migration? Should it free migration 
from all artificial barriers? Should it go further 
and encourage migration by disseminating in¬ 
formation about conditions in the countries of 
immigration and by providing special facilities 
for movement? On the other hand, should it 
itself impose restrictions on migration; and, if so, 
on what principles? 

From the world economic point of view there 

1 Cf. League of Nations’ World Economic Survey , I 93&"39 
(Series of League of Nations Publications. II. Economic and 
Financial, 1939. II. A. 18), pages 165 and 166. 
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can be little doubt that migration should be 
positively encouraged from countries of low labour 
productivity to countries of high productivity; 
and from the purely economic point of view there 
is only one serious qualification of this principle 
to be made. Emigration should not be freely 
permitted from a country in which an existing 
pressure of population upon the means of subsis¬ 
tence is maintained as a result of excessive and 
unchecked fertility in that country. For, in the 
first place, as we have already seen, emigration 
would provide no permanent cure for the pressure 
of population at home, since the empty places 
would quickly be refilled; and, secondly, there 
would logically be no end to such emigration until 
all the possible countries of immigration had 
themselves been overpopulated by this unchecked 
source of immigrants. 

The problem is, however, not solely an eco¬ 
nomic one. The migration of a people into an 
alien land raises psychological, biological and 
social problems of the greatest importance. It may 
be difficult or impossible to assimilate two peoples 
of different racial and cultural characteristics in 
the same country, particularly if the migration 
proceeds too rapidly. It is no part of the purpose 
of this book to pass judgment upon such non¬ 
economic problems. They may, nevertheless, be 
considered by the International Authority as 
providing valid reasons for limiting or even pro¬ 
hibiting certain population movements. 
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Certain broad conclusions can, however, be 
drawn from the purely economic considerations 
which have been discussed in this chapter. There 
can be little doubt that the International Autho¬ 
rity should, for economic reasons, insist on a 
greater freedom for international migration than 
exists at present. It should, however, do all that 
is within its power to encourage the control ot 
their population growths by the various Member 
States, in order to check fertility in relatively 
overpopulated countries which are threatene 
with further serious increases in numbers and to 
raise fertility in the relatively underpopulated 
countries which are threatened with a decline in 
numbers. The actual regulations of international 
migration should, moreover, be closely related to 
these national population policies. For migration 
should properly be subjected to special restric¬ 
tions in the case of emigration from countries m 
which population growth was excessive an un 
controlled; and immigration into an underpopu¬ 
lated country should be made particularly easy 
if the existing population in that country is no 

fully reproducing itself. 
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Chapter IX 

COLONIES AND RAW MATERIAL 

SUPPLIES 

It has frequently been stated that countries which 
do not possess colonial territories for exploitation 
are economically at a disadvantage in comparison 
with the countries with colonial empires; and in 
particular it is argued that the absence of colonial 
possessions makes it diflicult for certain countries 
to obtain adequate supplies of raw materials. 
These questions may be examined in the light of 
the economic principles which have been dis¬ 
cussed in the foregoing chapters. To what extent 
does the possession of colonies confer economic 
advantages? On what economic principles should 
colonial territories be administered? In what way 
might supplies of raw materials—whether they be 
produced in colonial territories or not—be made 
equally accessible to the different countries? 

Colonial territories are of economic importance 
in various ways. They provide markets for exports, 
and sources from which raw materials and food¬ 
stuffs may be imported; the capital development 
of colonial territories opens up new sources of 
supply of colonial products, provides an additional 
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demand for machinery and other capital goods 
and offers a profitable field for the investment of 
capital; to a limited extent colonial territories may 
offer an outlet for the emigration of population. 

These advantages may be somewhat more 
readily available to the countries possessing colo¬ 
nies than to those without colonies, even if there 
is no legal discrimination in favour of the colonial 
power. In a British colony, for example, English 
will be the official language; the British adminis¬ 
trators will have closer business contacts with 
other parts of the British Commonwealth than 
with other countries; the legal system and com¬ 
mercial habits are likely to be more familiar to 
the British than to persons of other nationalities, 
social habits in the colony will be more closely 
related to British customs than to those of other 
countries; and, finally, there will be closer ties ot 
sentiment with the rest of the British Common¬ 
wealth than with other parts of the world, for 
all these various reasons the British will, m tact, 
obtain certain advantages from the territory. 
Importers in the United Kingdom, for example, 
may obtain the products of the colony rather 
more easily than importers in other countries, 
simply because there are no differences in lan¬ 
guage and commercial practice. Exporters in 
United Kingdom may, for similar reasons, hnd 
easier access to the markets of the colony. 1 
colonial administrators themselves may— perhaps 
almost unconsciously—give preferences to tne 
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United Kingdom in their contracts for imported 
supplies or for works of public construction. At 
the same time the colony may be more readily 
available as a field for the investment of British 
capital and for the emigration of British labour 
than for investment and migration from other 
countries; for knowledge of opportunities in the 
colony will be more easily obtainable by the 
British and there will be a greater sense of 
security and of familiarity for the British in 
moving to a territory under British rule. 

But special advantages of this kind w'ould 
probably not be very substantial in the absence 
of legal preferences for the British. Legal equality 
of opportunity for the trade of other countries 
with the colony would ensure that the British 
could not obtain a substantially higher price or 
a much more extended market for their sales in 
the colony than could the exporters of similar 
products from other countries. Nor could the 
British obtain supplies from the colony on sub¬ 
stantially better terms than purchasers in other 
countries if the producers in the colony were 
free to sell their products to the highest bidder. 

If in addition the administrators in the colony 
are legally bound to accept the lowest-priced 
contracts for supplies and for works of public 
construction, and if no special legal obstacles are 
placed in the way of investment of capital and 
migration of labour from other countries, there 
will be no very great inequalities in the enjoy- 
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ment of the economic benefits from colonial 

territories by the various nations. ' 

The application of the “open-door” principle 

_p e _ the principle of legal and administrative 

equality of economic opportunity in colonial 
territories for all nations—should thus remove all 
the major economic grievances of the countries 
without colonies. The “open-door” principle is, 
moreover, to the advantage of the native inhabi¬ 
tants of the colony. Native interests may, tor 
example, be prejudiced by duties or quotas on 
imports into the colony, which give a preference 
to the products of the mother country; for such 
discriminatory restrictions make it impossible tor 
the inhabitants of the colony to purchase their 
supplies in the cheapest market. Similarly, duties 
on exports from the colony which discriminate 
in favour of the mother country may divert the 
sales of the native producers from their mos 
profitable foreign markets. In fact, the open 
door” principle implies that goods may be pur¬ 
chased and capital may be borrowed by the 
colonial inhabitants in the cheapest available 
foreign markets, and that the colonial produce may 
be sold in the dearest market; and such a prin¬ 
ciple is clearly to the advantage of the colony itselt. 

We may conclude, therefore, that the nter 
national Authority should be able to determine 
the economic relations between colonial territories 
and other countries, and that it should ensure 
that the principle of the “open-door is app ie 
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This solution of the economic problem is indepen¬ 
dent of the political principles which may be 
adopted for colonial administration. Thus the 
open-door” principle may be applied to colonies 
the political administration of which is still com¬ 
pletely controlled by the colonial powers; and, 
in fact, this regime is already applied to African 
colonies in the Congo basin by virtue of treaties 
which guarantee the “open-door” in that area. 
Alternatively, the “open-door” may be applied 
by the extension of the principle of the existing 
mandates of the League of Nations; for with this 
system the administration of a colonial territory 
is entrusted by an international body to a par¬ 
ticular nation on certain conditions, which include 
the application of the “open-door” principle and 
which are designed to safeguard the interests both 
of the natives of the colony and of other sove- 
r cign countries. Finally, the “open-door” prin¬ 
ciple . might be assured by handing over the 
colonial territories to the International Authority 
itself for actual administration by a competent 
international body. It is no part of the purpose 
of this book to discuss these political questions. 

. rom the purely economic point of view all that 
ls essential is to ensure that the “open-door” 
principle is actually applied. 

It has frequently been argued that countries 
which do not possess colonies are at a special 
disadvantage in obtaining essential raw material 
supplies. It is important, therefore, to examine 
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how much force there is in this argument, and to 
what extent this particular problem would be 
solved by the application of the open-door 
principle to colonial territories. The question ol 
raw material supplies is, however, considerably 
wider than the colonial problem. For while cer¬ 
tain very important raw materials, such as rubber 
and tin, are produced entirely or largely m 
colonial territories, it has been calculated that the 
total production of all commercially important 
raw materials in all colonial territories was no 
more than about 3 per cent of world production 
in 1036. 1 We must, therefore, extend the inquiry 
and ask not only whether the application of the 
open-door principle to the colonies will solve the 
problem of colonial raw material supplies, b 
also whether the various suggestions made in he 
preceding chapters of this book will solve th 
problem of raw material supplies from 

colonial sources. ,, 

The problem of raw material supplies n ^ tu y 

falls under two heads. “On the one J\ and ’ 1 ' 
culties were felt regarding the supply of raw 

materials— that is, certain countries considered 

that, even when they were in a portion to p J 
for all the raw materials they required, they eithei 
could not obtain them at all or were compel ed 
to pay what was in their view an excessively high 
price for them. On the other hand, certain 

1 Cf. League of Nations, Report of the Committee for the Study of 
the Problem of Raw Materials , 1937* 
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countries experienced principally difficulties in 
regard to payment —that is, they felt that, even 
when ample supplies were available, they them¬ 
selves were, for reasons beyond their own control, 
unable to obtain the necessary foreign exchange 
to pay for their requirements.”* 

The application of the “open-door” principle 
to colonial trade and of the “free trade” prin¬ 
ciples to international commerce in general by 
the means suggested above in Chapter V, should 
directly remove all the difficulties of supply. For 
example, these principles would prevent the im¬ 
position of burdensome duties or other restrictions 
on raw material exports, which might make it 
difficult for importing countries to obtain them 
in sufficient quantities. In particular it would 
niake it impossible for colonial supplies of raw 
materials to be subjected to export duties or 
restrictions which discriminated against particular 

Member States. 

There is, however, one question of raw material 
supplies which needs to be examined in somewhat 
greater detail. The formation of a monopolistic 
control over the supplies of a certain raw material 
may enable the producers of that material to 
restrict sales and to raise prices in such a way as 
to obtain a monopoly profit at the expense of the 
consumers. It may so happen that countries which 


1 Cf. League of Nations, Report of the Committee for the Study of 
th* Problem of Raw Materials , 1937. (Series of League of Nations 
ublications. II. Economic and Financial, 1937. II. B. 7), page 11. 



THE ECONOMIC BASIS OF A DURABLE PEACE 

consume the greater part of the supplies of the raw 
material do not control any significant proportion 
of the territories in which it is produced; and in 
such a case the consumers will have no political 
power to ensure that the monopoly is not abused. 

The most important—if not the only—examples 
of monopoly controls are provided by the various 
international restriction schemes, which have 
been set up in the case of various products such 
as rubber, copper and tin to control the produc¬ 
tion or sales of the commodity. Reference was 
made to these schemes at the end of Chapter V, 
where it was suggested that the International 
Authority should have the power of supervising 
international cartels in order to ensure that they 
were not used to raise prices unduly so as to 
exploit the consumers. There are, however, cer¬ 
tain particular problems involved in the case ot 
international schemes for the control of raw 
material supplies; and while it may be admitted 
that the control or supervision of such schemes 
is a very appropriate sphere for action for the 
International Authority, it is necessary to iscuss 
in more detail on what principles this control 

should be applied. . 

There are two possible objectives for such inter¬ 
national restriction schemes. In the first place, 
they may be used to restrict supplies below the 
level which they would otherwise have reached 
over an average of good and bad years, in or er 
that prices and the incomes of the producers may 
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be permanently maintained at a higher level. In 
the second place, such schemes may be employed 
with the more limited purpose of restricting 
supplies and maintaining prices in years of bad 
trade and of increasing supplies and preventing 
an excessive rise of prices in years of active 
demand, so that prices and the incomes of pro¬ 
duce! s are little affected on the average of good 
and bad years but remain at a more stable level. 
The desire to restrict supplies of certain commo¬ 
dities more or less permanently below the level 
which they would reach if they were uncontrolled 
is a natural and in many respects a justifiable 
°ne. Changes in technique or the discovery of 
new sources of supply have in many cases greatly 
increased the world production of certain raw 
materials; and other changes in industrial tech¬ 
nique have led to the use of substitute materials 
in certain cases. Such changes have often led to a 
permanent fall in the price of particular mate¬ 
rials; and if—as is often the case—the producers 
°f suc h materials find it difficult to turn to 
alternative occupations, the result of the change 
is liable to be a long transitional period of great 
poverty and distress among the producers. A 
restriction scheme which limits the supply by 
means of a monopolistic agreement may prevent 
this poverty; and, if it is carried to a sufficient 
length, may change poverty into riches. 

There are, however, serious objections to more 
°r less permanent restriction for these purposes. 
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The fall in the incomes of the producers which 
would have occurred if the production of a 
particular commodity were uncontrolled is a clear 
indication that, in the changed circumstances, 
too much labour and capital are employed in the 
production of the raw material. From the point 
of view of the interests of the world as a whole 
it is therefore desirable that some of the labour, 
capital and natural resources which are utilized 
for the production of this material should be 
transferred to other occupations whose products 
are more highly valued by consumers and where 
the rewards of labour, capital and natural re¬ 
sources are therefore higher. Indeed, the problem 
is very similar to that of “special” unemployment, 
which was discussed above in Chapter V. When 
any substantial change takes place in economic 
structure it is probable that certain workers will 
be no longer needed in their old occupations 
Although it is often necessary to take specia 
measures to relieve the temporary distress of such 
workers, it is also important to make sure hat 
the shift to other expanding industries is not it 

Pr Thfg e r d ave danger of an international restriction 
scheme is that by permanently hunting the-. p 
duction of each particular producer of the product 
in question desirable shifts of workers, capital and 
natural resources to other occupations maybe 
permanently prevented. Moreover, such 
may seriously restrict technical progress m 
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production of the product. It is desirable in the 
common interest that newly discovered sources of 
siipply should be developed and should supersede 
the existing sources if the new sources can be 
worked at a lower cost. But the grant by an 
international restriction scheme of a certain fixed 
quota of production to each productive area may 
prevent this development. There is also a grave 
danger that those in charge of the restriction 
scheme will take measures to prevent the use of 
new technical methods of production which 
threaten still further to raise the total available 
supplies of the commodity. To summarize : restric¬ 
tion schemes may maintain more labour, capital 
and natural resources in the occupation than are 
really necessary, and may prevent the develop¬ 
ment of the technically most efficient methods of 
production at the expense of the consumers of 
the product; but on the other hand they may 
help to avoid long transitional periods of distress 
among the producers. 

The application by the International Authority 
of the various principles outlined in the preceding 
chapters of this book should ease the process of 
shifting productive resources from one occupation 
to another, and should therefore enable the Inter¬ 
national Authority to insist gradually and without 
ondue distress upon the relaxation of restriction 
schemes as a permanent method of maintaining 
the incomes of the producers of raw materials. 
The gradual application of the principle of free 
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trade, as suggested in Chapter V, will itself extend 
the demand for various raw materials, which will 
thereby be able to compete more easily in pre¬ 
viously protected markets in which substitute 
products have been developed or in which un¬ 
economic sources of supply have been opened up. 
Greater freedom of trade, together with greater 
freedom of international movements of capital and 
labour, as suggested in Chapters VI and VIII, 
would directly ease the process of shifting labour 
and capital to the production of alternative com¬ 
modities. By enabling backward areas to increase 
their industrialization these various changes would 
also lead to a greater diversification of the pro¬ 
ducts of such territories, and would thus enable 
such regions to shift from the production of any 
particular raw material when conditions made 
such a shift necessary. 

International controls of particular raw mate¬ 
rials may, however, be used solely to equalize 
demand as between years of good and of bad 
trade. Raw materials may be purchased for stock 
by an international body during years of low 
prices in order to sell from these stocks to prevent 
too rapid a rise of prices in other years. Variations 
are liable to occur in the prices of agricultural 
products because of variations in crop yields; and 
the international body may purchase such pro¬ 
ducts for stock during years of abundant crops 
in order to sell from stock when crop yields are 
low. Variations in raw material prices may also 
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result fiom variations in demand. During years of 
general trade depression the international body 
conti oiling any particular product may purchase 
stocks of that product at relatively low prices in 
order to sell from these stocks during periods of 
active trade; but it is to be hoped that the 
measures discussed in Chapters III and IV will 
at least mitigate the severity of fluctuations in 
general trade activity, and that in this way the 
need for a special policy to stabilize the price of 
raw materials will be diminished. 

The formation of such “buffer” stocks of raw 
materials by international bodies is not open to 
the criticisms which were advanced above in the 
case of more far-reaching schemes of restriction. 
For the purchase of raw materials at market prices 
for the formation of a special stock in no way 
stereotypes the existing methods of production, 
and does not prevent the more efficient producers 
from expanding at the expense of the less efficient. 
Moreover, the operation of such a “buffer” stock 
does not lead to the permanent maintenance of 
excess capacity in the production of the raw 
material, provided that over an average of years 
the sales from the “buffer” stock in good years 
are as great as the purchases for the “buffer” 
stock in bad years. The one danger of such a 
scheme is, however, that in order to prevent a 
more or less permanent change in economic 
conditions from leading to distress among the 
producers, those in charge of the “buffer” stock 
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will maintain prices above their economic level 
and will thus be obliged to make continuous 
additions to the stock. The scheme will work 
efficiently only if those in charge of the stock set 
a comparatively low price at which they purchase 
to add to the stock and are willing ruthlessly to 
lower this price if more or less permanent changes 
in economic conditions make it necessary. But 
for these very reasons the formation of a buffer 
stock alone cannot provide any very far-reaching 
relief to producers against the special distress 
which, as we have seen, may follow from a rapid 
change in technical methods of production. 

The above paragraphs illustrate some of the 
issues which are involved in the choice of an 
appropriate policy for the regulation of inter¬ 
national restriction schemes. It is not possible 
here to determine exactly what policy shoul 
be adopted, but certain general principles may 
be suggested. International restriction schemes 
should be submitted to the control and super¬ 
vision of the International Authority; the interests 
of the consumers as well as of the producers o 
the products should be represented on the bodies 
in control of the various raw materials; and a 
policy should be adopted which prevents t e 
emergence of the high monopolistic profits or o 

the permanent rigidities of productive technique 

which may result from excessive restriction. . 

The main difficulties of supply of raw materials 
are the imposition of restrictions, prohibitions and 

172 


COLONIES AND RAW MATERIAL SUPPLIES 

duties on the export of raw materials; the failure 
of some countries adequately to develop their 
sources of raw materials; and the abuse of inter¬ 
national restriction schemes. These difficulties can 
be removed comparatively easily by the adoption 
of the measures suggested above. Measures of this 
kind have already been authoritatively recom¬ 
mended by the Economic Committee of the 
League of Nations in its report to the Council 
of the League, dated December g, 1937 ri 

A. Prohibitions , Restrictions and Duties on the Export of 

Raw Materials 

1. Raw materials should not be subjected to any export 
prohibition or restriction except in pursuance of 
an international regulation scheme, which is being 
operated in accordance with the principles set out in 
Section C below, or some other international agree¬ 
ment between exporting and importing countries. 2 

2. Raw materials should not be subjected to any export 
duties except duties imposed at a uniform rate 
irrespective of the country to which the goods are 
exported either (a) for revenue purposes, or (b) in 
order to finance arrangements for improving the 
production, utilization or marketing of the raw 
materials in question. 

B. Development of Natural Resources 

Foreigners should have the same rights and facilities 
as nationals for developing the natural resources both 

1 (Series of League of Nations Publications. II. Economic and 
Financial, 1937. II. B. 10.) 

2 The terms “prohibition and restriction” in this Section are 
not of course intended to apply to arrangements for preventing 
the export of goods of inferior quality or dangerous to health. 
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of sovereign countries and of colonial territories, subject 
to their obeying the laws and regulations of the 
countries concerned. 

This principle should be introduced by degrees where 
it is not already in force, and applied as fully as possible. 

It is recognized, however, that provisions may be 
necessary to regulate the conditions of admission and 
settlement of foreigners, and also, in colonial territories, 
to safeguard the interests of the native inhabitants; but 
-such provisions should not be applied in such a way as 
to neutralize the possibility of foreign participation nor, 
in colonial territories, to place nationals of the metro¬ 
politan country in a privileged position. 

C. International Regulation Schemes relating to the Supply of 

Raw Materials 

International regulation schemes should be so framed 
as to admit effective association of consuming interests 
with their administration, and to make available ade¬ 
quate information regarding their operation. They 
should be administered in such a way as to provide 
consumers with adequate supplies of the regulated 
material, to prevent so far as possible the price of the 
regulated material from rising to an excessive height 

and to keep that price reasonably stable. 

In so far as Governments are themselves parties to a 
scheme, they will of course be responsible for seeing 
that the scheme is framed and administered in accor¬ 
dance with these principles. 

The difficulties which some countries have found 
in making payment for raw materials in recent 
years have, however, been considerably more 
important than the obstacles to the supply of raw 
materials, to which reference has been made 
above. Even if abundant supplies of raw materials 
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are available at low prices on the world markets, 
countries which do not themselves produce raw 
materials and do not possess colonial territories 
capable of producing them, will be unable to 
obtain supplies unless they can obtain foreign 
money to purchase them. The difficulty which 
many important countries have recently experi¬ 
enced in obtaining foreign money has given rise 
to a serious problem of raw materials. 

Not only are the difficulties of payment for raw 
materials more important than the difficulties of 
su Pply to which reference has been made above, 
but the problems of payment are also more 
complicated and far-reaching from the point of 
view of finding an appropriate solution for them. 
The main principle is, however, clear. Some 
countries find it difficult to obtain raw material 
supplies because they find it difficult to obtain 
adequate supplies of foreign money; and they 
find it difficult to obtain adequate supplies of 
foreign money because they find it difficult to 
sell their exports in foreign markets. In other 
words, a solution of the problem of the balances 
°f payments of these countries on the lines sug¬ 
gested above in Chapter IV and the assurance of 
greater freedom of international trade by means 
discussed in Chapters V and VII would them¬ 
selves solve the problem of payment for raw 
material imports. This problem is indeed only a 
special example of the much more general prob- 
lemsof international economic relations which have 
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been discussed in the earlier chapters of this book. 

It is, however, frequently argued that countries 
without colonies are at a special disadvantage 
because they are obliged to make payment for 
their purchases of raw materials in foreign cur¬ 
rencies; whereas countries possessing colonies in 
which their own currency is legal tender can 
purchase their raw material supplies without any 
foreign money. To what extent does the inclusion 
of a colonial territory within the monetary area of 
a particular country ease the problem of payments 
for colonial raw materials for that country? 

In a world in which various national currencies 
are subjected to strict systems of exchange control, 
such as those described in Chapter VII, the 
inclusion of a colonial territory within the mone¬ 
tary area of a particular state may gready ease 
the problem of payment for that state; but in a 
world in which exchange controls did not exist 
or were limited solely to the prevention of short¬ 
term speculative capital movements, the trans¬ 
ference of a colonial territory from the currency 
area of one state to that of another would in itself 
make no substantial difference. A strict national 
exchange control would presumably be operated 
in such a way as to make it more difficult for any 
colonial territory included in the controlled cur¬ 
rency area to purchase supplies from countries 
outside this area; and the possible lack of adjust* 
ment of prices between the area of the controlled 
currency and outside areas might make it pecu- 
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liarly difficult for the inhabitants of the colony 
to sell their products to outside areas. These 
special obstacles to trade between the colonial 
territory and other countries outside the currency 
area would substantially increase the raw material 
supplies of the country which was applying the 
currency control. But if, in the absence of exchange 
control, the rate of exchange between the various 
currencies was brought into a proper adjustment 
and there were no special obstacles placed in the 
way of trade between the colonial territory and 
any other countries, supplies of raw materials 
irom the colony would not be available on any 
easier terms to the country whose currency circu¬ 
lated in the colony than to countries with other 
national currencies. 

It is true that a country possessing colonial 
territories in which its own currency circulates 
can for a time purchase raw materials from that 
colony with its notes and without exporting any 
product in return. But this cannot go on for long; 
or the continual inflow of notes into the colony 
would cause an inflationary rise of prices and 
incomes there, which in turn would lead to a rise 
in the imports of the colony. In fact, purchases 
°f any country from its colonial territories by 
means of its own notes must be matched sooner 
or later by a return flow of these notes to the 
mother country; and this return flow will take 
place only in payment for the exports of the 
mother country. These exports may be sold direct 
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to the colony, or they may be sold to some third 
country which in turn has obtained the notes 
from the sale of goods to the colony. In either 
case, the mother country finances its imports of 
raw materials from the colony by means of the 
money obtained from its own exports. The prob¬ 
lem of payment for raw material supplies is 
essentially the problem of finding export markets; 
and in the absence of the control of trade chan- 
nels by means of rigid exchange controls, the 
problem of finding export markets is not substan¬ 
tially affected by transferring a colony from one 
currency area to another. For these reasons t e 
solution of the problems of international monetary 
relations and of international trade by the action 
of the International Authority on the lines sug¬ 
gested in earlier chapters of this book would also 
solve the problems of payment for raw material 

supplies. ,.,11 

In addition, the International Authority should 

ensure—in the interests of the colonies themselves 

as well as of other countries—that there is an 

equal opportunity for trade, investment an 

labour migration for all Member States in the 

colonial territories; and it should control interna 

tional restriction schemes for raw materials in sue 

a way as to prevent excessive monopoly prices an 

undue rigidities in the methods of production 

employed. 
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The preceding chapters have been written in 
order to suggest a basis upon which a just and 
efficient system of international economic rela¬ 
tions might be built. In doing so certain funda¬ 
mental principles have been borne in mind. It has 
been suggested that the main objectives of any 
such structure should be to prevent serious eco¬ 
nomic depressions by means of a suitable policy 
of monetary and economic control, and to in¬ 
crease the freedom with which goods, capital and 
men may move across national frontiers. But the 
whole system which has been outlined in the 
preceding chapters has been devised with the 
object of permitting Member States with widely 
divergent internal economic policies and struc¬ 
tures to take part in the International Organiza-. 
tion. Room has been left for “liberal” economic 
systems; and an attempt has been made to find 
place also for “planned” systems. But while 
planning and state control of economic affairs has 
in no way been excluded, an attempt has been 
made to avoid the major danger of such planning 
'—namely, the growth of economic rigidities which 
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prevent the reorganization of industries and the 
shift of factors of production from occupation to 
occupation and from district to district, when 
such shifts are desirable in the interests of total 

world production. 

It may be convenient at this point to summarize 
briefly the principal suggestions which have been 
made. In the monetary sphere it is suggested that 
an International Bank should be instituted with 
the right of note issue, and that it should contract 
or expand this issue in order to help national 
monetary policies designed to offset booms or 
depressions of trade activity. The Member States 
would preserve their own national currencies, 
which would be pegged at given values in terms 
of the notes of the International Bank; but thd 
rates at which these national currencies were 
pegged would be altered from time to time in 
such a way as to preserve equilibrium in the 
balances of payments of the various Member 
States. The International Bank would also operate 
an international exchange equalization fund in 
order to offset speculative movements of short¬ 
term capital, and it would organize a market 
in forward exchanges in order to reduce the 
financial risks of international trade. The Member 
States would be permitted to maintain complete 
systems of foreign exchange control, provided that 
these controls were employed only to prevent 

short-term capital movements. 

In so far as international trade is concerned, 
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the International Authority would arrange for 
the gradual reduction of barriers to trade—such 
as tariffs, quotas, prohibitions, controls over the 
purchase of foreign exchange for the finance of 
imports, and bilateral clearing agreements. Mem¬ 
ber States with planned economies would be 
permitted to control their foreign trade provided 
that imports and exports were planned on the 
principles of buying in the cheapest and selling 
in the dearest market. The International Autho- 
nty would also have control over international 
cartels and restriction schemes, and over national 
import and export boards, to ensure that similar 
principles of operation were observed. 

International capital movements—except in the 
case of speculative movements of short-term capi¬ 
tal—would be freed from restrictions; and the 
International Authority might constitute a special 
international commission to ensure this, and to 
preserve the “open-door” for capital investment 
m colonial territories. International movements 
°f population would also be subjected to the 
control of the International Authority, and greater 
freedom of migration would be allowed. Subject 
to various modifications due to non-economic con¬ 
siderations, greater freedom of immigration would 
be allowed into countries in which a population 
decline was threatened; and on the other hand 
restrictions on emigration might be imposed in 
the case of countries in which the internal growth 
°f population was excessive and uncontrolled. 
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There are, however, a number of particular 
economic problems which have not been discussed 
in the preceding chapters, either because they 
are of secondary importance or else because their 
solution depends essentially upon political rather 
than economic considerations. For example, the 
International Authority will presumably be re¬ 
sponsible for determining the basis of economic 
relations with the states which do not become 
members of the International Organization. This 
question is primarily a political one. It might, 
for example, be decided to impose an import 
duty of any given level upon all the imports from 
all the countries outside the International Organi¬ 
zation. Such an arrangement might provide an 
incentive for the outside states to join the Inter¬ 
national Organization; and it might give an 
additional economic coherence to the Organiza¬ 
tion itself, in addition to providing a source ot 
revenue. The principle might be still furt er 
extended by partially or wholly closing the area 
under the control of the International Authority 
to migration and capital investment by outsi e 
states. Alternatively, it might be decided to trea 
outside states from the economic point ol view 
as far as possible in the same way as the Member 
States, and to apply a policy of free trade, and 
of freedom of movement for labour and capital 
between the Member States and other countries. 
Such a policy might be calculated to raise t e 
general standard of living as high as possible, to 
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set an example, and to prevent economic conflicts 
with the outside world. As a third possibility, the 
International Authority might use the weapons 
of restrictions of trade, and of movements of 
capital and labour from outside states as a means 
of economic bargaining; and by individual agree¬ 
ments with the various countries concerned it 
might attempt to obtain the most favourable 
treatment possible for the Member States. 

Another set of problems which has not been 
examined in this book and which depends for its 
solution primarily upon non-economic considera¬ 
tions is raised by the necessity of providing the 
International Authority with a revenue. The solu¬ 
tion of this problem would depend very largely 
upon the scope of the non-economic functions 
which were handed over to the International 
Authority. If, for example, it were entrusted with 
the whole of the armed forces of the Member 
States or with other extensive functions, it would 
need to be endowed with the power of raising a 
tax revenue directly for its own purposes. This 
would in turn raise complicated questions relating 
to the division of different taxing powers between 
the national governments of the Member States 
and the International Authority itself—questions 
which are comparable to those already raised in 
existing federal states. If, on the other hand, the 
International Authority were entrusted only with 
limited technical functions, such as the economic 
functions discussed in this book, it is probable 
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that its revenue could be assured by contributions 
from the governments of the Member States, 
comparable to the contributions made by the states 
which are members of the League of Nations. . 

If the functions of the International Authority 
are at all extensive, it will need a relatively large 
revenue; and the raising of this revenue, whether 
it be effected by means of taxation imposed by 
the International Authority directly or by means 
of contributions from the governments of the 
Member States, will involve the question of asses¬ 
sing the burden as between rich and poor states. 
The raising of such a revenue will give rise imme¬ 
diately to the possibility of reducing the inequali¬ 
ties of income as between the various Member 
States by a system of progressive taxation or state 
contributions which imposes the largest per capita 
burden on the Member States with the highest 
per capita real income. It is, however, difficult to 
devise reliable indices to measure the difference 
between the level of real incomes in different 

countries; and this question involves technical 
difficulties and complexities which it is not 
possible to discuss at length in this book. _ 

The problem of international inequalities ot 
real income is, however, an important one which 
has been treated only incidentally in the course 
of this book. In addition to the use of progressive 
taxes or state contributions to the Internationa 
Authority as a means of reducing such inequali¬ 
ties, the expenditure of its revenue by the Inter 

184 



SUMMARY AND CONCLUSIONS 

national Authority might be used for the same 
purpose. This possibility also depends very largely 
upon non-economic considerations; for it is only 
if the International Authority is endowed with 
extensive social, medical or educational functions 
that it can hope to diminish international in¬ 
equalities by concentrating such expenditure 
mainly on the poorer states. 

Various suggestions have, however, been made 
incidentally in the course of this book which 
would help to meet the problem of international 
inequalities. It has already been observed that 
greater freedom of trade and of international 
capital movements would probably help to raise 
the standard of living of the more backward 
countries nearer to the standard of the more 
advanced countries; for it would enable the back¬ 
ward countries to share in the advantages of 
industrialization and of large-scale production. 
Migration of labour from countries with low 
wages to countries with high wages would also 
diminish international inequalities. Finally, in 
agriculture, mining and industry the improvement 
of technical methods of production in the less 
advanced regions of the world towards the stan¬ 
dards of the most advanced countries would not 
only greatly increase total world production, but 
would much diminish the existing wide inequali¬ 
ties as between the different regions of the world. 
It is possible that the International Authority 
would make its most effective contribution towards 
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the diminution of international inequalities by 
setting up a special commission charged with the 
generalization of advanced technical knowledge 
throughout the Member States. 


If the International Organization is constituted 
at the termination of the present war, it will be 
faced immediately with peculiarly difficult cir¬ 
cumstances in which to apply the various eco¬ 
nomic principles which have been suggested in 
the preceding chapters of this book. The transition 
from war to peace conditions will raise problems 
of a special complexity. As far as it is possible to 
judge from the experience of economic events 
after the war of 1914-18, demobilization is likely 
to lead to an abrupt increase in the number of 
persons seeking work, while at the same time the 
cessation of government expenditure for munitions 
and other war orders is likely to lead to a slump 
in total demand. This post-war slump and un¬ 
employment may be delayed, as it was in many 

countries after 1914-18, by an immediate post-war 
boom due to the need for civil reconstruction and 
to civil orders to undertake works which were 


postponed during the war. _ . 

For these reasons the International Authority 

may have to start its career at a time peculiarly 
liable to violent fluctuations in trade activity. In 
order to help the various Member States to 
mitigate or to prevent these fluctuations, the 
International Bank should be prepared to make 
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bold use of its powers of control over the total 
monetary reserves of the central banks of the 
Member States—restricting these supplies during 
the boom and expanding them extensively and 
without hesitation during the slump. If the Inter¬ 
national Authority is endowed with extensive 
functions, which involve the expenditure of signifi¬ 
cant sums of money, it should time this expendi¬ 
ture as far as possible with a view to offsetting 
the fluctuations in other demands. For example, 
if it were entrusted with the control of inter¬ 
national communications it should plan its capital 
expenditure upon the reconstruction and develop¬ 
ment of railways and shipping so that it could be 
undertaken as far as possible during periods of 
bad trade and general unemployment. Or if it 
were entrusted with control over international 
loans raised for the rebuilding of devastated areas, 
such control might be used to time these expendi¬ 
tures so as to offset the fluctuations in general 
trade activity. In any case the International 
Authority should encourage the Member States 
to co-operate in order to co-ordinate their internal 
monetary policies and to time their internal ex¬ 
penditures on public works in such a way as to 
diminish the severity of any post-war slump. 

At the end of the war it will become necessary 
to restore economic relations between enemy 
states. The level of prices and costs in the various 
belligerent states may have moved in very diver¬ 
gent ways in the course of the war; and blockades 
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which have separated various markets may have 
led to great divergences in the relation between 
the prices of particular products in the various 
national markets. In view of these developments 
it will be particularly desirable to have the ser¬ 
vices of an international body to adjust the 
exchange rates between the various national 
currencies on the principles suggested in Chap¬ 
ter IV, in order to bring the balances of payments 
of the different states into equilibrium. But while 
this part of the work of the International Autho¬ 
rity will be particularly valuable immediately 
after the war, it will—for the very same reasons 
—be particularly difficult. 

To judge from the experience of the period after 
the war of 1914-18, the post-war period will bring 
with it serious problems of “special” unemploy¬ 
ment. Certain industries — in particular those 
which produce armaments—will be overdeveloped 
from the point of view of the requirements of 
peace. In some countries various industries may 
have grown up as a result of blockades which 
have prevented the import of commodities from 
the normal foreign sources. The termination of 
hostilities may threaten such industries with a 
serious problem of “special” unemployment. For 
these reasons the function of the International 
Authority in reducing barriers to international 
trade may be a peculiarly delicate one imme¬ 
diately after the war; for the natural reaction of 
national states may be to mitigate these problems 
of “special” unemployment by protecting the 
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industries concerned from foreign competition. 
In view of these possibilities it may be wise for 
the International Authority to attempt to distin¬ 
guish between two types of products—those for 
which the demand is stimulated by war conditions 
a nd those for which the demand is greater in 
peace-time; and reductions of tariffs and other 
trade barriers might at first be concentrated upon 
the second type of commodity. 

For similar reasons it is probable that the 
International Authority should suspend, during 
the period of any serious post-war slump, the 
measures which it was taking for the reduction 
of trade barriers, and should be content during 
such a period with preventing the growth of fresh 
barriers to trade. For it is naturally much easier 
to effect a reduction in trade barriers when 
the general demand for goods and services 
ls growing than during a period of shrinking 
markets and of growing unemployment. When 
effective measures have been taken to stimulate 
the total volume of monetary demand in order 
to overcome any post-war slump, the policy of 
reducing trade barriers might be again effectively 

prosecuted. 

In its supervision of international capital move¬ 
ments the International Authority will probably 
have special functions to perform immediately 
after .the war. International loans for financial 
and economic reconstruction may become very 
important in order to rehabilitate the poorer 
countries or the countries which have suffered 
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most from the war. It has already been argued 
in Chapter VI that the payment of interest and 
sinking fund on foreign loans can only be ensured 
if certain conditions are fulfilled, among which 
are the existence of an efficient mechanism for 
the readjustment of the balances of international 
payments of the countries concerned and the 
institution of a regime of comparatively free 
international trade. For this reason substantial 
reconstruction loans should probably only be 
granted as between Member States, which have 
accepted these economic conditions as a part 
of the International Organization. In this case 
the International Authority might appropriately 
organize and control such reconstruction loans; 
and the grant of such loans might in itself provide 
a powerful incentive for the states in need of 
them to join the International Organization. 


For these reasons the International Organiza¬ 
tion would be specially needed directly after the 
war. If it could deal at all effectively with the 
peculiarly difficult economic problems of the 
immediate post-war period, it would have estab¬ 
lished a sound and popular basis on which to 
construct its permanent work of meeting the 
less rapid adjustments needed in more norma 
times. The object of this book has been to con¬ 
tribute towards the choice of just and efficient 
principles upon which such a durable system o 
international economic relations may be built. 

190 



Index 


Agricultural products and prices, 23. 
25, 27, So. 81 

America. See United States 
Anglo-American Trade Agreement, 
28 

Australia, 141, 149, 150, 152, 155 

Balkan countries: population in re¬ 
lation to capital in, 142 
Bank, Central, 38, 41, 42, 43, 44, 45, 
5 i, 65, 116 

Bank, International, 42, 51, 52, 63, 
65, 66, 67, 68, 69, 71, 112, 180, 
186 

Bulgaria, Federal Constitution of, 
155 

Canada, immigration into, 155 
Capital movements, International, 
101-113 

Carr-Saunders, World Population, 
152 n., 153H. 

Cartels, Industrial, 47 
China, 102, 141; Chinese irnmi- 
grants, 155 

Colonies and Raw Material Supplies, 
159-178 

Currency: International, 37-56, 57, 
58, 64, 66, 68; foreign, 106 

Economics: Liberal and Planned, 
20-36 

Einzig, Paul, Theory of Forward 
Exchange, 69m 

Exchange Equalization Funds, 
National 60, 70, 71 
Exchange: Exchange Control and 
Clearing Agreements, 114-140; 
foreign exchange transactions, 23, 
31; variable foreign exchange 
rates, 57 - 73 , 95 ; exchange value, 

24, 25, 39, 65, 86 

Factories, socialized, 33 
Fair Labour Standards Act, 27 
Federated Union, 10 


France: peace-time economies of, 
22; foreign trade of, 23; “anti¬ 
slump” policy, 24>1.; economic 
planning, 25; “Blum” experi¬ 
ment, 25; exchange value of the 
franc, 25, 26, 41; wage rates and 
hours of labour, 27; population, 
141, M 9 ; reproduction rate, 147, 
152M. 

Free Trade, 21, 23, 74, 79 , 84, 9U 
92 , 93 

Germany: economic events in, 15, 
16; unemployment in, 15; 
“planned” economic system of, 
28; gold value of the mark, 28, 
29, 123; National Socialists, 28, 
29; money lent to, by America, 
107, 108; German goods, 122; 
Germany’s creditors, 122; “four 
year plan,” 124; German prices 
and costs, 124, 125; commercial 
relations, 125, 126; trading system 
of, 127; raw materials and food¬ 
stuffs purchased by, 129; popula¬ 
tion, 141, 149; reproduction rate, 

147, 152m 

Gold standard: common monetary, 
20; abandoned, 24, 25; return to, 
37 , 3 &, 39 , 4 5 , 60; as “inter¬ 
national means of payments,” 65; 
fall in gold value, 118 

Immigration, 144, M 5 , 146, 154, 
155. See aho Migration 

India, 102, 141; pressure of popula¬ 
tion in, 142; net reproduction 

rate, 147, 151 

Individualistic principles, 21 

International Authority, 44, 190 

International Commission, 73 

International Organization, 9, 10, 
11,21,24, 34 - 37 , 48 - 53 , 55 , 56, 58, 

59, 66 , 70, 72, 74, 76, 79 , 84 , 87, 
88, 92, 93, 99, 100, 109, no, 112, 
114, 127, 1 3 1 » 13 7 , 139 , 157 , 169, 
172, 178, 179, 181, 182, 183, 190 







THE ECONOMIC BASIS OF A DURABLE PEACE 


Investments, 129 
Italy, 142, 147, 148, 155 

Japan, 14, 102, 141, 147, 148, 149; 
Japanese immigrants, 155 

Keynes, J. M., Tract on Monetary 
Reform , 69 n. 

Labour, 101; migration of, 21, 155; 

wages and hours, 23, 25 
League of Nations, 10, 184; World 
Economic Survey, 124, 156 

Statistical Year-Book of, 147; and 
Colonies, 163; Report on Problem 
of Raw Material, 164H., 165m, 
Economic Committee of, 173 
Liberalism: economic, 21, 31, 34, 93, 

94 , 97 , 98, 99 , 1 13 
Loans, foreign, 106 

Mass production, 145 
Migration, 14, 155, 156, 157, 158 
Monetary Authority, International, 

43, 50, 52, 53, 54, 64, 65, 66, 69, 
70, 71, 110, 112 

National Recovery Administration, 

27 

“New Deal,” 26, 27 
New Zealand, 141, 147, 149, 150, 
152, i 55 

Ottawa agreements, 24, 130 

Poland, 142, 147, 148, 155 
Population Movements, Inter¬ 
national, 148-158 

Pricing and costing, 31, 32, 33 , 34 , 

44, 46, 47, 48, 50, 56, 86, 96, 187 

Raw Materials: 141; and foodstuffs 
purchased by Germany, 141; im¬ 
port of, 142; colonies and raw 
material supplies, 159-178; 
League of Nations Report on, 
164U., 165m 


Russia: Union of Soviet Socialist 
Republics, 22; “planned” eco¬ 
nomic system of, 28; industrial 
property in, 30; foreign trade of, 

127 

Socialism, state, 31, 32 

South Africa, Union of: immigra¬ 
tion to, 155 

South American Republics, 102, 

107, 141, 149, 155 

Soviet. See Russia 

Street, C., Union Now, 48n. 

Sweden, 147, 149, 152 

Tariffs, 12, 24, 79, 85, 86, 89, 106 

Trade: principle of economic laissez- 
faire, 21, 50, 56, 66; Free Trade, 
21, 74, 79, 84, 9U 92, 93; import 
quotas, 21; a state monopoly, 22; 
International, 74-100 

Unemployment problem, 15, 23, 25, 
27, 29, 77, 78, 79, 80, 81, 82, 83, 89 

United States of America: capital 
equipment in, 101, 141; peace¬ 
time economies, 22; “anti-slump” 
policy, 24U.; economic planning, 
25; “New Deal,” 26, 27; wages 
and hours of labour, 26, 27; inter¬ 
national payments of, 28; Trade 
Agreements Programme, 28; ex¬ 
change value, 38-39, 40, 4U 
underpopulated areas in, I 49 >‘ 
reproduction rates (whites), i # 47 » 
150, 152;*.; the great depression 
in, 48m; money lent to Germany 
by, 107, 108; Trade restrictions 
on imports, 108; restriction of 
immigration, 155; Quota Acts, 

*55 

U.S.S.R. See Russia 

Wages and hours of labour, 1 7 » 2 3 # 
25, 26, 31, 46, 47, 89, 90, 143, J 44» 

145; in U.S.A., 26, 27; in France, 
25, 27; in Germany, 3 °» * n 
U.S.S.R., 30, 31 

War, economic cause of, 12, i8«. 


192 



